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In this business, nothing stands still. Not our
clients. Not our competitors. Not us. Success
depends on a sound strategy, well executed.
We are in motion, our actions are gathering
momentum, and we are poised to pick up
the pace.

As the world faces unprecedented economic
uncertainty, one thing is sure: The need for
companies to maximize their human resources
investment is more pressing than ever.

We are well positioned to help the world’s top
organizations reap the greatest value from

that investment by helping them anticipate and
solve their most complex benefits, financictsge
and talent challenges. g,

I

In 2007, we introduced the Four Pillars of Shared Purpose (Keep Clients First,
Create a Rewarding Work Experience, Grow With Intention, and Get Lean)
as the disciplines that guide our decisions and actions. This year, we will
share highlights of how Hewitt is building momentum in each area to build
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quality client relationships and create sustainable financial resuits.



Dear Stockholders,

Fiscal 2008 was a strong year for Hewitt, and [ am very proud of our leaders and associates for keeping focused on our
ctients and serving them well while delivering on our plan. We have not only continued to make progress in streamlining
our operations and reinvesting in our core businesses, but also demonstrated a renewed ability to grow. Tam pleased

with our momentum an many fronts and impressed by the drive and energy of our team to deliver results. We accomplished
this success in the midst of unprecedented economic turmail.

Pragress in Fiscal 2008
We made great progress executing on each of our four strategic pillars—keeping clients first, creating a rewarding work
experience, growing with intention, and getting lean. I believe our accomplishments this year speak for themselves.

Business Results
Net revenues for the 2008 fiscal year grew 8 percent aver the prior year to $3.2 billion, and our operating income improved
to $313 miltion, compared to an operating loss of $143 million last year. Each segment contributed to our underlying success.

Our Consulting business delivered strong double-digit revenue growth with all practices and geographies contributing
to the improvement. We saw growing demand for our Retirement ond Financicl Management services in North America and
in Europe and for our Talent and Organization Consulting services in Asia-Pacific, North America, and Europe. We appointed
new leaders to push our thought leadership to the next level, while sharpening our operational focus to accelerate margin
improvement.

Benefits Outsourcing gained top-line momentum by increasing core participant counts and adding new services.

We significantly exponded our middle-market presence through aggressive sales of the RealLife HR platform we acquired
in 2007. We completed several large and complex implementations for clients this year, while strengthening our core
technology platforms and processes. To support our growth, we ore investing in initiatives to continually improve our
clients’service delivery experience from implementation through ongoing delivery.

Our hard work is paying off in our HR Business Process Outsourcing (HR BPO) business, and we reduced the operating
loss significantly. The portfolio continues to stabilize nicely, allowing us to deliver o high-quality service to our clients, while
continuing to reduce our cost structure. We have fine-tuned our offer, and we expect to see slow but steady growth longer
term as demand picks up.

We continued our focus on reducing our overall cost structure, hitting our milestones in the real estate consolidation plan
we announced lost year, and beginning to streamline our technelogy infrastructure. We also better aligned our workforce for
current demand and future growth.

Strategic Agenda

Targeted investments are critical to fuel growth and we picked up the pace this year, investing in new products and services
in both Quisourcing and Consulting. Although most of cur growth is organic, we target small, tuck-in acquisitions that expand
our geographic reach or add complementary services. On the Consulting side, we added New Bridge Street Consultants,

the UK's leading executive compensation consultancy, and CSi, o compensation analytics specialist in Australio. These
acquisitions expand our global compensation capabilities in Europe and Asia-Pacific. We are also seeing strong client
interest for our new absence management solution made possible through our acquisition of LCG, a leading comprehensive
leaves administration provider serving North America.

Financial Stability

Our ability to generate healthy cash flow remains solid. In addition, we further strengthened our alreody-strong balance
sheet by securing $500 million in new financing at highly favorable rates. These resources allow us to pursue our growth
agenda and continue to improve our capital structure. We also completed our $750 million stock repurchaose program, and
our Board of Directors has authorized a new $300 million progrom to repurchase additional shares over the next two years.
We now hove increased our flexibility to find opportunities that will add new capabilities and new clients as well as continue
investing in our proprietary solutions and high-quality service delivery.

Senior Leadership
We put the final touches on the rebuild of o highly capable senior leadership team. Qur newly appointed Consulting
Presidents, Eric Fiedler and Yvan Legris, bring past leadership experience in Asio-Pacific and Europe, respectively, that
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is areal asset to our global growth aspirations. Vince Coppola, our new leader of Global Business Services and
Technology, brings broad-based management and P&L experience to the senior team and will lead our continued
efforts to streamline our global operations. We are extremely pleased to welcome William Conaty, retired Senior Vice
President of Carporate MR for General Electric, to the Hewitt Board of Directors. Finally, we thank Julie Gordon for

her years of service as she leaves the Board this year, but remains anintegral part of our senior team as the President
of our client accounts orgonization.

Looking to the Future

We areinuncharted territory—and while no one can predict how deep and how long the current economic downturn
will be, [ believe Hewitt is well positioned to address the challenges. So for, overall demand for our services remains
solid, and our business model has proved to be resilient. Our Qutsourcing businesses consist of large, multi-year
contracts that provide recurring revenues and a good portion of our Consulting business supports nondiscretionary
annual processes. We are financially very stable. And, as the trusted name in human capitai management, we are
seeing new opportunities to help clients address a growing set of challenges.

If lost year was about laying the right foundation and setting the course, this year was about setting the right
things in motion to grow our business. We had o yeor to be proud of in 2008, and we ore riding that momentum into
an admittedly tough business environment, but one we believe holds many opportunities for Hewitt.

Russell Fradin
Chairman and Chief Executive Officer
December 1, 2008



Building momentum...

by keeping clients first.

Hewitt was founded in 1940 on the simple premise that clients expect and deserve excellent service. Today, mare than
3,000 clients—including over half of the Fortune 500°—trust Hewitt to help them maximize their human resources
investment by delivering high-quolity service coupled with experi insights and advice.

Listen,

As their trusted advisors, we make it our business to understand our clients’ unigue objectives and challenges so we
canserve them even better, We are listening to them more intently than ever os we decide where to focus our research
and innovation cnd where ta invest in our business. In addition to conducting an annual client satisfaction survey and
ongoing client interviews, we meet regularly with our Benefits Oelivery Client Council—a group of seniar client leaders
who advise us on both current and future outsourcing service needs—and use their input to shape our plans. And we
just launched o new human capiial think tank—the Human Capital Leadership Council. The real test, though, is our
ability to meet with each Consulting and Outsourcing client to better understand their needs, and find how we can
enhance our services to best meet their unigue challenges.

Anticipate and React.

A client is faced with a tough, demanding union negotiation. Another needs to change its health benefit offering to
reduce costs in the midst of this challenging economic environment. A third needs to ensure that it introduces a new
leadership development program ta train its high-petential managers. We train our cansultants and client leaders
around the world to anticipate client needs and react to their emergencies as if they were our own.

The test of any client relationship is the quality of the service they receive, day in and day out. Each of our 23,000
assaciates around the world takes that mission to heart. This is true from our front-line customer service agents who
handle participants’ most significant life events with great care, to our back-office teams who ensure that benefits
claims are processed accurotely, to our investment advisors who are managing growing pensian risk in an economic
downturn, to our consultants designing a more cost-effective total benefit program.

Serve.

The extent of that service was put to the test this year in the wake of Burricane Ike. We have a rigorous business
continuity plun to preserve customer service inemergency situations, and the team responded with speed and great
care. One of our largest service centers ond its surrounding area were without power, roods were washed out, and
there was widespread domage to businesses and homes. Qur client team leaders were in constant communication with
their clients served from this center ta set priarities and meet oll ¢ritical business needs. Our local team set aside
personal challenges in service of our clients, working in less-than-desirable conditions on generator power. Literally
hundreds of associates in our centers around the world stepped in to help, ensuring that paychecks were in employees’
hands, annual benefits enrollment preparatioas continued, and implementations stayed on track. We could not be
mare proud of our team and the resilience and responsiveness they display each day, especially under pressure.






Building momentum...

by creating a rewarding
work experience.

Our ability to deliver on client demands and shareholder expectations hinges on our commitment to sustaining an
environment where associates can do their best work. The connection is stroightforward—satishied associates deliver
exemplary service that wins client loyaity, and sotisfied clients fuel the financial performance that wins investors. This
year, we took significant steps toward making Hewitt an even better ploce to work, and we are seeing results.

Perform.

While we are preserving our historical focus on deep and trusted relationships, we are also building a strong perfor-
mance-based culture. To our associotes, this shift translates into a clear understanding of our strategies, unambiguous
accountahilities, and rewards for delivering on results. It means speaking up. acknowledging and fixing mistakes, and
finding new ways to succeed together. The new transparency represents nothing short of a culture change, and our
ossociotes are responding with enthusiasm and energy.

Engage,

Hewitt developed the model on employee engogement, and we have a group dedicated to helping our clients under-
stend ond address workforce attitudes and actions. We are practicing what we preach, which means not only
megsuring engagement, but committing to the hard work it takes to improve it. In fiscal 2008, our associote retention
rate increosed to healthy levels and our engogement scores went up in all business segments. While we are proud of
these gains, we are not yet satished. Ta reinforce the importance, improved engagement remaoins a key component in
the bonus plons of all leaders et Hewiti.

We know that the true drivers of engogement relate to what happens in the workplace every day. so we are con-
centrating ot the local level to create clear job responsibilities, recognize teams and individuals more often, simplify
processes, and provide tools ossociates need tc do their work. At the same time, we are paying attention to the basics
at a companywide level. We are introducing a new wellness program and a rich set of tools to improve health. We have
invested in technology to make it easier for associates to stay connected wherever they work. We are building more
direct and interactive communication channels to build common purpose und pride across our businesses and regions.
And we are creqting troining and development programs including Hewitt University, which offers a new career
framework and both experiential end educational support. The result is an energized Hewitt wark experience that is far
more intune with associates’ needs.






Building momentum...

by growing with intention.

A growing business is a thriving business. Growth fuels our future—it shows the services we offer are vatued and
relevant. In 2008, we exceeded our gouals to expand both orgonically and acquisitively. Our growth agenda included
extending into new markets, adding new services, and broodening existing client relotionships. Centrol to our success
is a new selling mind-set and the addition of experienced salespeople focused on our new growth initiotives. As the
market leader in most of the places we do business, work does come to us. But we also want to create our own opportu-
nities—and our new sales culture, team, and incentives are making things happen. This disciplined approach paoid off
in fiscal 2008—our consolidated net revenues increosed by 8 percent.

Inside.

We enjoyed brood success across the business, and our fast-growing Asia-Pacific region continued o set the pace. We
sow strong and growing demend in Consulting, particularly in Retirement and Financiol Management and Talent and
Organization Consulting. Our core Benefits Outsourcing business began to grow ogain. Finally, our once-struggling
HR Business Process Outsaurcing business significantty improved its iinancial profile, with additional improvement
expected down the road.

Qutside.

We closed three new acquisitions and fully integrated another. Each is an example of the smaller “tuck-in" type of
additions that we believe are the best way to grow from the outside. We acquired New Bridge Street Consultants, ane
of the leading executive compensation consultancies in the UK, to meet growing client needs, broaden our global
presence, and help us accelerate growth in this important proctice areo into continental Eurape. In Asio-Pacific, our
acquisition of CSi—o consultancy providing highly respected data, analytics, ond compensation solutions to organi-
zations in Austrolio and New Zealund—adds importont capabilities in the region. In North America, we expanded our
suite of HR outsourcing solutions by acquiring LCG, a teading provider of employee absence management solutions.
By linking Hewitt's consulting doto and expertise in health management trends with LCG’s proprietary technology and
know-how in absence management, we are better positioned to help clients reduce costs, stay in compliance with
complex reqgulations, and improve their overall workforce productivity.

Last year's acquisition of RealLife HR—now called Core Benefit Administration—represents growth in the middie
market, allowing us to deliver a flexible health and welfare benefits administration platform to midsize employers.
The strategy is already paying off—we have enjoyed many significant wins against tough competitors, and the pipeline
for new business in the middle market looks stronger than ever.
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Building momentum...

by getting lean.

We know that when it comes to operational effectiveness and improved productivity, there is no such thing as o finish
line—the strategic use and reinvestment of resources is o never-ending pursuit. “Lean” is not just o buzzword in

the hallways here; it is 0 woy of working that informs how we do business on a daily bosis. We set aggressive savings
targets for fiscal 2008, and we exceeded them. We need to stay lean to meet our clients’ price expectations and to fund
the resources to invest in future growth.

Assets.

The first waves of our lean initiatives were asset-bosed. We streamlined our physical and systems infrastructures,
adjusted our workforce ta meet the demands of the business, and balanced our onshore and offshore work to enhance
both the cost and quality of service delivery. We also accelerated the consolidation of our worldwide reol estate
portfolio to reclaim underutilized space. The resulting savings contributed to our strong results while also allowing
us to partially reinvest in workplace enhancements and focused growth initiatives.

Processes.
The more difficult, but even more rewarding, lean efforts are leading us to change the way we design, sell, and deliver
our services. We are identifying and eliminating redundant work, streamlining processes, standardizing the way
we do work acrass clients, and developing new tools to further enhance quality. These efforts are already producing
impressive results in our HR Business Process Outsourcing business and are built into the new model we will use to
start growing that business again. The same principles apply to Benefits Outsourcing and Consulting and will play
an important role in supporting strong margins in these core businesses.

We view getting lean as an ongoing objective that enables us to keep clients first, create a rewarding work experi-
ence, and grow with intention.
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Hewitt at a glance

Hewitt Service Offerings

Gansaeliileg

Hewitt Associates

We are one of the world's foremost providers of human resources outsourcing and consulting
services, helping our clients and their people succeed together by anticipating and solving their
most complex benefits, talent, and financial challenges. In fiscal 2008, our net revenues increased
8% to $3.2 billion. Adjusting for the net favorable effects of foreign cusrency translation, HR BPO
contract restructurings, the net effects of acquisitions and divestitures, ond excluding third-
party supplier revenues, net revenues increosed 7%. We believe that few organizations provide
the breadth and depth that we have developed through nearly 70 years of experience in human
resources. Our thought leadership, client relationships, reliability, quality, and innovation, in
addition to our ability to integrate HR outscurcing ond consulting services to provide clients with
HR solutions thot deliver business results, are what help differentiate us in the marketplace.

Benefits Qutsourcing Net Revenues’
{dallors in millions)

T 7 $1050—-
1018 31466 31,675 -9
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2005 2006 2007 2008
Number of chients: »300

Benefits Outsourcing

Generating approximately 49% of our fiscal 2008 net revenues, our Benefits Qutsourcing
business applies our HR expertise primarily through defined benefit, defined contribution,

and health and welfare administration services, as well as a host of additional complementary
services such as absence manogement, flexible spending, and porticipant advococy. Using
technology and process transformation, our model replaces the resource-intensive processes
once required to administer beneft plans with more efficient, effective, and less costly solutions.
The business is generelly characterized by long-term contracts, annually recurring revenues, and
high client retention rates. In fiscai 2008, our Benefits Qutsourcing net revenues increased 5%
to $1.55 billion. Adjusting for acquisitions, HR BPO controct restructurings, and the net favorable
effects of foreign currency translation, Benefits Outsourcing net revenues grew 3%.

HR BPO Net Revenues’

{dollars in millions)

5632

2005 2006 2007 2008

Number of clients: »30

HR Business Process Qutsourcing

Generating opproximately 17% of our fiscal 2008 net revenues, our HR BPO business provides
clients with leading-practice solutions to manoge employee data and odminister benefits, payrall,
and other human resources processes. We record and manage transactions across these core
processes in addition te a variety of talent and workforce management solutions. In fiscal 2008,
our HR BPO net revenues increased 3% to $554.9 million. Adjusting for HR BPO contract restruc-
turings, the net favorable effects of foreign currency translation, a divestiture, and excluding
third-party supplier revenues, HR BPO net revenues increased 9%.

Consulting Net Revenues
(dollars in millions)

P

3946
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Number of clients: »3,000
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Consulting

Generating opproximately 34% of our fiscal 2008 net revenues, our Consulting business warks
with companies around the world to design, develop, implement, communicate, and provide
financialfactuorial analysis for their people-related business strategies. We design programs
forretirement and heolth core benefits, compensation and totel rewards, talent management,

and change manogement that will help clients lower costs while increasing their ability to meet
husiness objectives. In fiscal 2008, our Consulting net revenues increased 16% to $1.09 billion.
Adjusting for acquisitions and the net favorable effects of foreign currency tronslation, Consulting
netrevenuesincreased 12%.

*The Company began reperting Benefits Outsourcing and HR BPO as separate segments in iiscal 2007. As such,

comparable dota for Hscal 2004 s not available.



Financial highlights

Fiscol Year Ended September 30,

Dollars in millions 2008™ 2007@ 20069 2005% 2004
Net Revenues $ 3,151 3291 $ 2,789 $ 2,832 $ 2,200
Operating Income (Loss) $ 313 $ (143) $  (64) $ 234 $ 223
Underlying/Core Operating Income {Loss)® $ 334 $ 257 $ (55 $ 252 $ 240
Net Income (Loss) $ 188 $ (175) $ (116) $ 135 $ 123
Underlying/Core Income (Loss) S 206 $ 164 $ (110) $ 145 $ 133
Diluted Earnings (Loss) Per Share 5 1.85 $ (1.62) $ (1.08) $ 119 $ 1.25
Underlying/Core Diluted (Loss) Earnings Per Share 5 2.02 $ 1.48 $ (1.01) $ 1.28 $ 133
Total Assets 5 2,993 $ 2,756 $ 2,768 $ 2,657 $ 1,808
Long-Term Portion of Debt and Capital Lease Obligations ~ § 650 $ 233 $ 255 $ 287 $ 201
Market Price of Stock:© High tow _High Low

First fiscal quarter
Second fiscal quarter
Third fiscal quarter
Fourth fiscal quarter

$38.84 $32.17 $26.03 $23.54
$40.39 $32.48 $30.77 $25.40
$63.00 $37.32 $32.20 $28.42
$42.22 $34.40 $35.05 $29.40

WFiscal 2008 results include a pretox gain of $35 million related to the sale of the Cyborg business; pretox net chorges of $12 million reloted to HR BPQ contract restructur-
ings; and pretax charges of $45 millicn related to the review of the Company's real estate portfolio.

WFiscal 2007 results include $409 million of pretax charges related to unusual items. Results also include a $9 million pretax contribution from the Company's Cyborg

pusiness, which was sold in fiscol 2008.

GiFiscal 2006 results include $271 millian of pretax charges primarily related te the Company's HR BPO business.

BIThe results of Exult, Inc. are included in the Company's results from the acquisition date of October 1, 2004,

Bi*Underlying” (fiscal 2007 and 2008} ond “core” (fiscal 2004 through 2006) operating income, net income, and diluted earnings per share are non-GAAR (“GAAP" as
defined by accounting principles generally accepted in the United States) financial measures. The Company believes these measures provide a better understanding of
its underlying operating perfermance. Results on o care basis exclude pretax charges reloted to the amortization of the one-time, initio! public offering-related grant of
restricted stock to employees ($17 million, $17 mitlion, and $9 millionin fiscal 2004 through 2006, respectively). A reconciliation of GAAP to the underlying measures for
fiscol 2007 and 2008 can be found on poge 65 of this crnuol report.

®Hewitt Associates, Inc. completedits initiol public offering on June 27, 2002. The Company's Class A common stock is listed on the New York Stock Exchange under the
symbol “HEW." As of October 31, 2008, the Company hod 803 stockholders of record of its Class A common stock. The Company has not paid cash dividends on its common
stock. The Company’s Board of Directors reevaluates this policy pertodically. Any determination to pay cash dividends willbe at the discretion of the Board of Directors ond
wilt be dependent on the Compony’s inancial condition, results of operations, copital requirements, terms of inancing arrangements. and such other factors as the Board of

Directors deems relevant.

Net Revenues Net Income (Loss) Operating Cash Flow and Free Cash Flow
{doltars in millions) {dollars in millians) {doltars in miltions}
W Operating Cash Flow O Free Cosh Flow
{operating cash flow less
capitol expenditures)
38
¥ 7‘;"""’“
$3
ry -
251
I snofl———
| ]
Y ’ -
{3175} I ‘
2004 2005 2006 2007 2008 2004 2005 2006 2007 2008 2004 2005 ﬁGOS 2007 2008
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Management’s Discussion and Analysis
of Financial Condition and Results of Operations

The following information should be read in conjunction with our consoli-
dated financial statements and related notes, included elsewhere in this
Annual Report. In addition to histarical information, this discussion and
analysis may contain forward-looking statements that involve risks, uncer-
tainties and assumptions, which could cause actual results to differ mate-
rially from management’s expectations. Please see additional risks and
uncertainties described befow, in “Disclosure Regarding Forward-Look-
ing Statements” which appears later in this section and In the Company’s
Annual Report on Form 10-K for the year ended September 30, 2008, in
Item 1A."Risk Factors”

We use the terms “Hewitt,” “the Company.” “we.” “us”and “our” to refer
to the business of Hewitt Associates, Inc. and its subsidiaries. Al refer-
ences to years, unfess otherwise nated, refer to our fiscal years, which end
on September 30. For example, a reference to “2008" or "fiscal 2008"
means the twelve-manth period thot ends September 30, 2008. Refer-
ences to and adjustments for “foreign currency translation” are made
within our discussion of results so that the financiol results can be viewed
without the impact of fluctuating foreign currency exchange rates used in
reporting results in one currency (U.S. Dollar) ond helps facilitate a com-
parative view of business results. Financiol results described within this
section, except for share ond per share information, are stated in thou-
sands of U.5. Dolfars unless otherwise noted. Certain prior-period amounts
have been reclassified to conform to the current-year presentation.

Disclosure Regarding Forward-Looking Statements

This report contains forward-looking statements relating to our operations
that are based on our current expectations, estimates and projections.
Words such as “anticipates,” "believes,” “continues,” “estimates,” “expects,”
“goal” “intends,” “may,” “opportunity,” ‘plons,” “potential,” “projects,” “fore-
casts,” “should,” “will” and similor expressions are intended to identify
such forward-fooking statements. These statements are not quarantees of
future performance and involve risks, uncertainties and assumptions that
are difficult to predict. Forward-looking statements are based upon
assumptions as to future events that may not prove to be accurate. Actual
outcomes and resulis may differ materially from what is expressed or fore-
casted in these forward-fooking statements. Actual results may differ from
the forword-looking statements for many reasons, including those dis-
cussed in [tem 1A. “Risk Foctors” in the Company’s Annual Report on
Form 10-K for the year ended September 30, 2008. We undertake no obli-
gation to update or revise any forward-looking statements, whether as g
result of new information, future events or for any other reason.

Overview

Hewitt made significant progress during fiscal year 2008 on execut-
ing ogainst the four key strategic priorities established in the prior
year. We grew revenue and expanded margins while continuing to
invest in our Benefits Outsourcing and Consulting segments. We
focused on stabilizing the HR BPO business, restructuring two more
contracts during the year. We raised $500 million from a debt offer-
ing during the fourth quarter ond maintained a strong balance sheet
with significant liquidity even as the broader economy endured the
effects of the credit crisis and equity market volatility. We made
three strotegic acquisitions to broaden our service offerings to our
clients and completed our existing share repurchase guthorizotion
prior to the January 31, 2009 expiration date.
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Fiscal year 2008 net revenues, excluding third party supplier rev-
enues and adjusting for the favorable effect of foreign currency trans-
lation of $40.9 million and the net favorable effect of acquisitions/
divestiture of $9.5 million, increased 7.4% as compared to the prior-
year period and was driven by growth across all segments, particu-
larly in Consulting. Consulting revenue growth over the prior year,
adjusting for the favorable effects of foreign currency translation of
$26.0 million ond acguisitions of $13.9 million, resulted principally
from Retirement and Financial Management services as well as Tal-
ent and Organizationa! Consulting services. HR BPO reported rev-
enue growth in the year, excluding third party revenue and adjusting
for the favarable impact of foreign currency translation of $10.5 mil-
lion and the impact of $21.1 million from the edditional revenues
generated by Cyborg in the prior fiscal year. The HR BPO revenue
increase is primarily related to on increpse in the number of clients
who went live with contract services over the last twelve months and
growth in revenue from existing clients, including an increase in
project work and transactional volumes. This was partially offset by
planned service reductions to certain current and former clients.
Also contributing to the increose was the benefit of $14.1 million
related to the resolution of two contract restructurings. Benefits Out-
sourcing also reported higher revenue during the year, adjusting for
the favorable impact of foreign currency tronstation of $4.5 million
and acquisitions of $16.7 million. Higher revenue related to Benefits
Outsourcing was due to an increase in clients going live with con-
tract services over the last twelve months, increased project work,
and the benefit of $9.0 million of revenue releted to the resolution of
two contract restructurings, partially offset by lost clients.

Fiscal year 2008 operating income increased to $312.8 million,
from an operating loss of $143.0 million in the prior year. The
improvement was primarily due to the significant non-cosh charges
incurred in fiscal year 2007 for goodwill and asset impatrment in the
HR BPO segment. See Note 8 to the Consolidated Financial State-
ments for more information reloting to these charges. Revenue
growth in the Consuiting and Benefits Qutsourcing segments and
continued improvement in the HR BPQ operating results also con-
tributed to the increase in operating income. Segment results are
discussed in greater detoil later in this section.

We announced three acquisitions during fiscal 2008: New Bridge
Street Consultants, one of the leading specialist compensation con-
sultancies in the United Kingdom: CSi—The Remuneration Special-
ists, a specialist compensation consultancy that provides data,
analytics and compensation consulting solutions to organizatiens in
Australia and New Zealand; and LCG, which provides an array of
integroted disability, leave and absence management solutions for
mid- to large-sized employers. RealLife HR, which was acquired in
fiscal year 2007 and provides health and welfare benefits services
for middie market companies, has exceeded expectations for its first
year. We also completed the sale of the Cyborg business, a licensed
payroll and HR software services organization, to streamline our HR
outsourcing offerings.

We continue to maintain an eggressive focus on our overall cost
structure and continued several productivity initiatives across our
business throughout the year. In conjunction with an ongoing



review of our real estate portfolio, we onnounced our intention to
consolidote focilities, and in some cases, exit certain properties.
Accordingly, we recorded pre-tax charges of $44.8 million during
the fiscal year.

At September 30, 2008, we had a total of $124.5 million in long-
term investments, which are comprised of avoilable-for-sale auction
rate securities (“ARS"™). While the underlying securities generally have
long-term nominal maturities that exceed one year, the interest rates
on these investments reset periodically in scheduled auctions (gen-
erally every 7-35 doys). We have the opportunity to sell these invest-
ments during such periodic auctions subject to buyer availability.

During February 2008, issues in the global credit and copital
maorkets led to foiled auctions with respect to our ARS. During the
second, third and fourth quarter, all of our cutstanding ARS were
subject to foiled auctions. During the third and fourth quarter, $8.0
million of our ARS issues were called at par. At September 30, 2008,
our ARS portfalio hod o fair value of $124.5 million and a par value
of $131.5 million. We used a discounted cash flow model to deter-
mine the estimated fair velue of our ARS at September 30, 2008. As
a result, we determined that there was a reduction in the fair value of
our ARS and recorded an unrealized loss of $6.9 million ($4.3 mil-
lion net of tax) within other comprehensive income, o component of

Hewitt Associates, Inc.

stockholders’ equity. Since the impairments in fair values have been
relatively short in duration and considering the overall quality of the
underlying investments and the anticipated future market for such
investments, the impairment is considered to be temporary as of
September 30, 2008.

We believe thot the current lack of liquidity relating to our ARS
investments will not materially affect our ability to fund our ongoing
operations and growth initiatives. As of September 30, 2008, we
have classified the entire ARS investment balance from short-term
investments to long-term investments on the consolidated balance
sheet reflecting our inability to determine when these investments in
ARS will become liquid. At September 30, 2008, we have determined
that we have the intent and ability to hold these securities until
maturity and thai the current reduction in fair volue is temporary.

During fiscal year 2008, we continued to repurchose our out-
stonding common shores, During the year, we repurchosed approxi-
mately 15.1 mitlion of our outstanding shares at an average price of
$37.54, for a total of approximately $566.4 million, completing our
original $750 million share repurchase authorization announced
during the second quorter of fiscal year 2007.

For further discussion of our Company's resuits, please see our dis-
cussion of Consclidated and Segment results below.

Consolidoted Results
The following table sets forth our historical results of operations.

Year Ended September 30, % of Net Revenues
In thousands 2008 2007 % Change 2008 2007
Revenues:
Net revenues™ $3,151,389 $2,921,076 7.9%
Reimbursements 76,259 69,250 10.1%
Total revenues 3,227,648 2,990,326 7.9%
(Operoting expenses:
Compensation and related expenses 2,042,623 1,906,158 7.2% 64.8% 65.3%
Goodwill and asset impgirment 4,117 326,615 (98.7)% 0.1% 11.2%
Reimbursable expenses 76,259 69,250 10.1% 2,4% 2.4%
Other aperating expenses™ 624,989 636,698 (1.8)% 19.8% 21.8%
Selling, general and administrative expenses 202,483 194,572 4.1% 6.5% 6.6%
Gain on sale of business (35,667) - N/A (1.1)% -
Total operating expenses 2,914,804 3,133,293 (7.0)% 92.5% 107.3%
Operating income (loss) 312,844 (142,967) N/M 9.9% (6.9)%
Other income, net:
Interest expense (24,788) (20,019) 23.8% (0.8)% {0.7)%
Interest income 22,023 30,219 {27.1)% 0.7% 1.0%
Other income, net 6,365 8,049 {20.9)% 0.2% 0.3%
Total other intome, net 3,600 18,249 (80.3)% 0.1% 0.6%
Income (loss)} before income taxes 316,444 {124,718) N/M 10.0% {4.3)%
Provision for income taxes 128,302 50,362 154.8% 4.0% 1.7%
Net income (Joss) $ 188,142 $ (175,080) N/M 6.0% (6.0)%

WNet revenues include $40,498 end $69,842 of third party supplier revenues for the years ended September 30, 2008 and 2007, respectively. Generally, the third party supplier
arrangements ere marginally profitable. The related third party supplier expenses are included in other operating expenses.
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Net Revenues

Net revenues, excluding third party supplier revenues and adjusting
for the favorable effects of foreign currency translotion and net
acquisitions/divestiture of $40.9 million and $9.5 million, respec-
tively, increosed 7.4% as compared to the prior year. The increase in
net revenues was driven by revenue growth across all segments,
with Consulting showing the largest increase. Consulting revenue
growth, adjusting for the favorable effects of foreign currency trans-
lation of $26.0 million and acquisitions of $13.9 million, was due to
growth in Retirement and Financial Management and Talent and
Organizational Consulting services. HR BPO revenue growth, exclud-
ing third party revenue and adjusting for the favorable impact of for-
eign currency translation of $10.5 million and the impact of $21.1
million from the additional revenue generated by Cyborg in the prior
fiscal year, was primarily due to an increase in the number of clients
who went live with contract services over the last twelve months and
growth in revenue from existing clients, incleding on increase in
project work and transactional volumes. This was partially offset by
planned service reductions to certain current and former clients,
Also contributing to the increase in HR BPO revenue was the benefit
of $14.1 million related to the resolution of two contract restructur-
ings. Benefits Qutsourcing aiso contributed to the revenue growth,
adjusting for the favorable impact of foreign currency translation of
$4.5 million and acquisitions of $16.7 million, primarily due to an
increase in clients going live with contract services over the last
twelve months, increased project work and the benefit of $9.0 mil-
lion of revenue related to the resolution of two contract restructur-
ings, partially offset by lost clients. Segment results are discussed in
greater detail later in this section.

Compensotion and Reloted Expense

Compensation and related expenses increased 7.2%, or $136.5 mil-
lion. Anincrease in salary costs resutted from an increase in Con-
sulting activities to support Consulting demand and higher
performance-hased compensation. Offsetting these increases were
lower solary costs associated with glohal sourcing and other cost
management efforts and o decreose in severance expense.

Goodwill and Asset Impairment

The current year impairment charge of $4.1 million resulted from the
write-off of deferred set-up costs and capitalized software associ-
ated with certain client contracts, in addition to the impairment of
customer relationship intangible assets. During the year ended Sep-
tember 30, 2007, the Company evaluated certain intangible assets
related to the HR BPO and Benefits Outsourcing segments for
impairment. This review resulted in non-cash impairment charges of
$326.6 million including $280 million of goodwill impairment and
$47 million of asset impairment, which included capitelized soft-
ware and core technology of $33 million, customer relationships of
$6 million and $8 million of anticipoted losses on certain cantracts.

Other Operating Expenses

The decrease in other operating expense of $11.7 million was pri-
marily due to lower infrastructure costs, including decreases in
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depreciotion and amortization expense mostly resulting from prior
year asset impairment ond real estate exit charges, in odditiontoa
reduction in third party supplier costs of $27.8 million. The decrease
was partiatly offset by higher real estote related chorges. Current
and prigr year operating expenses include $44.8 million and $29.3
million, respectively, of real estate-related charges primarily due to
recognition of the fair value of lease vacancy obligations and lease
termination charges related to exit of certain locations, and related
acceleration of depreciation of leasehold improvements and equip-
ment and other cherges in those years. The current yeor decrease in
other operating expenses was also offset by higher client service
delivery charges, net of deferrals, of $8.9 million primarily related to
the increased number of clients who are live with ongoing services
and the impact of two previously announced contract restructurings.

Selling, General and Administrative (SG&A) Expense

The increase in SG&A expense of $7.9 million is primarily attributable
to net charges related to ongoing disputes and settlements with various
clients of approximately $24.1 million in the current year. Additionally,
$4.6 million higher allowance for doubtful accounts contributed to
the increase. A $15 milfion charge associated with the restructuring
of on HR BPO contract and o $5 million charge ossociated with the
resolution of o legal dispute with a vendor were both recorded in the
same prior-year period, offsetting the increases noted above.

Gain on Sole of Business

On January 31, 2008, we sold the Cyborg business, which was
included in the HR BPO segment. Cyborg was acquired in 2003 and
provides licensed, processed and hosted payroll software services.
The divestiture is a part of the Company’s continued efforts to
streamline its HR outsourcing service offerings. The Company
recorded o pre-tax gain of $35.7 million during the quarter ended
March 31, 2008 os a result of the sale.

Total Qther Income, Net
Total other income decreased by $14.6 million in the period driven
by lower interest income of $8.2 million, due to lower overage
investment balances and lower average interest rates as compared
to the prior-year period. Higher interest expense of $4.8 million,
resulting from higher average debt balances as compared to the
prior-year period, and accelerated discount amortization related to
the 2.5% convertible senior notes also contributed to the increase.
Lower ather income, net of $1.7 million resulted from lower invest-
ment gains and higher goins on foreign currency transactions. In fiscal
2008, the Company recognized gains of $2.6 million related to the sale
of two equity investments. In fiscal 2007, the Company recognized a
gain of $6.0 million related to the sale of a cost methed investment.

Provision for Income Toxes

The Company's consclidated effective income tax rate is 40.5% for the
yeor ended September 30, 2008, as compared to 40.4% for the com-
parable prior-year period. The Company reviews its expected annual
effective income tox rates and makes changes on a quarterly basis
os necessary based on certain factors such as changes in forecasted
annual operating income; changes to the valuation allowance for net




deferred tax assets; changes to actual or forecosted permanent book
totax differences; impacts from future tax settlements with state, fed-
eral or foreign tox authorities; or impacts from tax law changes. Each
quarter, the Company identifies items which are not normal and recur-
ring in nature and treats these as discrete events. The tax effect of dis-
crete items is booked entirely in the quarter in which the discrete event
occurs. Due to the volatility of these factars, the Company’s cansoli-
dated effective income tax rate can change significantly on a quarterly
basis. The higher effective tax rate in the current period compared to
the comparable prior-year period is due to the mix of income across
various jurisdictions and the effect of nonrecurring discrete items
(including prior year return to provision odjustments and interest on
FIN 48 liohilities) in the current period. The prior year tax rate was
impacted by non-deductible goodwill impairment charges.

Effective October 1, 2007, we adopted Financial Accounting
Standards Board (FASB) Interpretation No. (FIN) 48, Accounting for
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Uncertainty in Income Taxes—an interpretation of FASB Statement
No. 109 (FIN 48), which requires a more-likely-than-not threshald
for financial statement recagnition and measurement of tax posi-
tions taken or expected to be taken in a tax return. We record a liabil-
ity for the difference between the benefit recognized and measured
pursuant to FIN 48 and the tax position taken or expected to be
taken on our tox return. To the extent that our assessment of such tax
positions changes, the change in estimate is recorded in the period
in which the determination is mode. Prior to October 1, 2007, we
established contingencies forincome tax when, despite the belief
that our tax positions were fully supportable, we believed that it was
probable that our positions would be chatlenged and possibly disal-
lowed by various authorities. The consolidated tox provision and
related accruals included the impact of such reasonably estimahle
fosses and related interest and penalties as deemed appropriate.

Fiscal Years Ended September 30, 2007 and 2006

Year Ended September 30, % of Net Revenues
In thousands 2007 2006 % Change 2007 2006
Revenues:
Net revenues™ $2,921,076 $2,788,722 47%
Reimbursements 69,250 68,439 1.2%
Total revenues 2,990,326 2,857,161 4.7%
Operating expenses:
Compensation and related expenses 1,906,158 1,799,743 5.9% 65.3% 64.5%
Goodwill and asset impairment 326,615 255,873 27.6% 11.2% 9.2%
Reimbursable expenses 69,250 68,439 1.2% 2.4% 2.5%
QOther operating expenses™ 636,698 642,803 (0.9)% 21.8% 23.1%
Selling, general and administrative expenses 194,572 154,564 25.9% 6.6% 5.5%
Total operating expenses 3,133,293 2,921,422 7.3% 107.3% 104.8%
Operating loss (142,967) (64,261) 122.5% {4.9)% {2.3)%
Otherincome, net:
Interest expense {20,019) (23.072) {13.2)% {0.7)% (0.8)%
Interest income 30,219 17,795 69.8% 1.0% 0.6%
Otherincome, net 8.049 9,968 (19.3)% 0.3% 0.4%
Total other income, net 18,249 4,691 289.0% 0.6% 0.2%
Loss before income taxes (124,718) (59,570) 109.4% {4.3)% {2.1)%
Provision for income taxes 50,362 56,368 {10.7)% 1.7% 2.1%
Net loss $ (175.080) $ (115,938) 51.0% (6.0)% {4.2)%

OINet revenues include $69,842 ond $117,964 of third party supplier revenues for the years ended September 30, 2007 and 2006, respectively. Generally, the third party supplier
arrangements are marginally profitable. The related third party supplier expenses are included in other operating expenses.

Net Revenues

The increase in net revenues was primarily driven by revenue growth
in the Consulting segment. Revenue strength was attributed to an
increased demand in Consulting for Retirement and Financial Man-
agement and Talent and Organizational Consulting services. HR
BPO also contributed to the revenue growth due to an increuse in the
number of clients who went live with contract services over the last
twelve months and growth in revenue from existing clients, including

an increase in project work. Net revenues, excluding third party
suppiier revenues and the favorable effects of foreign currency
translation and acquisitions of approximately $48.3 million and
$10.3 million, respectively, increosed 4.4% as compared to the
prior-year. Segment results are discussed in greater detail later in
this section.
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Compensation and Related Expense

The increase in expense over the prior year included $60.4 miltion of
increased performance-based compensation and $45.4 million of
higher salaries and wages partially offset by $12.7 million of lower
share-based compensation related to lower IPO restricted stock
award expense ond an increase in the forfeiture rate. The increase in
performance-bosed compensation reflected an overall increase in
the expected payout compared 1o the prior year due to the improve-
ment in underlying performonce in fiscal 2007. The increase in
solaries and wages was primarily attributable to increases in com-
pensation, higher labor costs related to servicing live clients, and
an increase in severance expense. Partially offsetting the increase
in salaries and wages was lower contractor expense due to the
Company’s continued effarts to optimize resources.

Goodwill and Asset Impairment

During the year ended September 30, 2007, the Compony evaluated
certain intangible assets related to the HR BPO and Benefits Out-
sourcing segments for impairment. This review resulted in non-cash
impairment charges of $326.6 million inctuding $280 million of
goodwill impairment and $47 million of asset impoirment, which
included capitalized software and core technology of $33 million,
customer relationships of $6 million and $8 million of articipated
losses on certain contracts. During fiscal 2006, the Company recog-
nized $256 million of impoirment charges related to HR BPO. The
non-cash charges consisted of $172 million of goodwill impairment,
$62 million of asset impairment for certain existing contracts due
to higher thon expected costs to be incurred over the life of the
contracts, $13 million of asset impairment resulting from the ter-
mination of a client contract and $9 million of long-lived asset
impairment primarily due to lower than expected utilization of an
acquired asset.

Other Operating Expenses

The decrease in other operoting expense was due to o reduction in
third party supplier costs of $47.8 million, offset by $29.3 million of
real estate-retated charges primarily due to recognition of the fair
value of lease vacancy obligations and lease termination charges
related to exit of certain locations, and related acceleration of depre-
ciation of leasehold improvements and equipment and other
charges. Also offsetting the decrease was an increase in client serv-
ice delivery charges, net of deferrals, of $7.5 million primarily
related to the increased number of HR BPO clients who were live with
engoing services.

Selling, General and Administrative (SG&A) Expense

The increase in SG&A expense was primarily due to a $15 million
charge ossociated with the enticipated restructuring of an HR BPO
contract and a $5 million charge, recorded within Benefits Qutsourc-
ing, associated with the resolution of a legal dispute with o vendor,
Also contributing to the increase was higher amortizotion of intangi-
ble assets resulting from the shortening of the remeining useful life
of o customer relationship and higher consulting charges related to
the Company's assessment of its longer-term strategy.
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Total Other Income, Net

Total other income increased by $14 million over the prior year due
to higher interest income derived from significantly higher averoge
investment balances and rising interest rotes yielding higher
returns. in oddition, in fiscal 2007, we sold an investment that was
accounted for using the cost basis method of accounting and recog-
nized a gain of $6 million, In fiscal 2006, we recognized a $7 million
gain in cornection with a contribution of our German Retirement
and Finonciol Management business in exchange for on increased
investment in a German actuarial business.

Provision for Income Taxes

Our consolidated effective income tax rate was 40.4% for the year
ended September 30, 2007, as compared to 94.6% for the compara-
ble prior-year period. We identify iterms which are not normal and
recurring in nature and treat these as discrete events. The tax effect
of discrete items is booked entirely in the period in which the dis-
crete event accurs. Additionally, tax legislation and tox examina-
tions in the jurisdictions in which we do business may change our
effective tax rate in future periods. While such changes cannot be
predicted, if they occur, the impact on our tax ossets, obligations
and liquidity will need to be measured and recognized in the finan-
cial statements.

In fiscal 2007 and 2006, o number of significant items, including
a non-deductible goodwill impairment charge, as well as a reduction
of deferred tax assets related to certain foreign entities, impocted
the current year rate.

Effective October 1, 2007, we adopted FIN 48, which requires o
more-likely-than-not threshold for financial statement recognition
and measurement of tox positions taken or expected to be taken in o
tax return. We record a liability for the difference between the bene-
fit recognized ond measured pursuant to FIN 48 and the tox position
taken or expected to be taken on our tax return. To the extent that
our assessment of such tax positions changes, the change in esti-
mate is recarded in the period in which the determination is made.
Prior to October 1, 2007, we established contingencies for income
tax when, despite the belief that our tax positions were fully support-
able, we believed that it was probable that our positions would be
challenged and possibly disallowed by various authorities. The con-
solidoted tax provision ond related accruals included the impact of
such reasonably estimable losses and related interest and penalties
as deemed appropriate.



Segment Results

The following tabte sets forth unaudited historical segment results
for the periods presented. Results for the prior year have been reclas-
sified to be comparable to the current year presentation, primarily
due to changes to the Company’s current organizational structure.

Hewitt Associates, Inc.

Yeor Ended September 30,

in thousands 2008 2007 % Change
Benefits Qutsourcing
Segment revenues before reimbursements $1,550,110 $1,475,326 5.1%
Segment income 365,336 303,984 20.2%
Segment income as a percentage of segment revenues 23.6% 20.6%
HR BPO
Segment revenues before reimbursements® $ 554,854 $ 539,452 2.9%
Segment lass (83,277) {492,193) (83.1)%
Segment loss as a percentage of segment revenues (15.0)% (91.2)%
Consulting
Segment revenues before reimbursements $1,094,323 $ 945,866 15.7%
Segment income 143,217 143,992 (0.5)%
Segment income as a percentage of segment revenues 13.1% 15.2%
Total Company
Segment revenues before reimbiursementst 53,199,287 $2,960,644 8.1%
Intersegment revenues {47,898) (39,568) 21.1%
Revenues before reimbursements (net revenues) 3,151,389 2,921,076 7.9%
Reimbursements 76,259 69,250 10.1%
Total revenues $3,227,648 $2,990,326 7.9%
Segment income (loss) S 425276 $ (44,217) N/M

Unallocated shared service costs 112,432 98,750 13.9%
Operating income (loss) $ 312,844 $ (142,967) N/M

WHR BPO net revenues include $40,498 and $69,842 of third party supplier revenues for the yeor ended September 30, 2008 and 2007, respectively. Generally, the third party
supplier arrangements are marginally profitable. The related third porty supplier expenses are included in other operating expenses.

Benefits Qutsourcing

Benefits Qutsourcing net revenue, adjusting for the favorable impact
of foreign currency translation of $4.5 million and acquisitions of
$16.7 million, increased 3.7%. The increase in revenue is primarily
due to anincrease in clients going live with contract services over
the last twelve manths, increased project work, and the benefit of
$9.0 million of revenue related to the resolution of two contract
restructurings, portially offset by lost clients.

Benefits Outsourcing operating income increased 203.2% com-
pared to the prior year. Growth was mostly due to on increase from
the prior year in higher margin project work, a decrease in compen-
sotion expense ossociated with lower severance and lower salary
costs related to global sourcing, and other infrastructure cost man-
agement efforts. This growth was partially offset by higher contrac-
tor costs and operoting expense related to certoin large, complex
clients that went live with ongoing services, as well as higher per-
formance-based compensation and net litigation costs. The prior

year results also reflected $10 million of additional loss reserves for
onticipated losses on certain European contracts, and $5 million
resulting from the resolution of a legal dispute with a vendor.

HRBPO

HR BPO net revenue, excluding third party revenue and adjusting for
the favorable impact of foreign currency translation of $10.5 million
and the impact of $21.1 mitlion from the additional revenues gen-
ergted by Cyborg in the prior fiscal year, increased 12.4%. The
increase is primarily related to an increase in the number of clients
who went live with controct services over the last twelve months and
growth in revenue from existing clients, including an increase in
project work and transactional volumes. This was partially offset by
planned service reductions to certain current and former clients.
Also contributing to the increase was the benefit of $14.1 million
reloted to the resolution of two contract restructurings.
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HR BPO operating loss decreased 83.1% compared to the prior
year. The decrease in the loss was due to lower impgirment charges
recorded in fiscal 2008 and improvements in operating perform-
ance. Fiscal 2007 results reflect charges of $280 million for good-
will impairment and $30 million for intangible asset impairment
relating to the impoirment of cagpitalized software, core technology
intangible assets and customer relationship intangibles. The
decrease in the loss was also due to lower operating expense in the
current year which included a gain on the sale of Cyborg of $35.7
million. The segment loss also improved due to staffing leverage,
infrastructure cost management efforts and increased direct rev-
enue. The current year includes net charges of $12.8 million related
to the previously announced restructurings of two HR BPO contracts
as compared to $15 million of chorges recorded in the prior year
reloted to the restructuring of a client contract. The current year also
includes net charges related to ongoing disputes and settlements
with various clients of $4 million.

Consulting

Consulting net revenues, adjusting for the favorable effects of for-
eign currency translation of $26.0 million and acquisitions of $13.9
million, increased 11.5%. The majority of this growth resulted from
increased demand in North Americo and Europe for Retirement and
Financial Management consulting, in particular, driven by funding
legislation and ongeoing pension accounting changes. Also con-
tributing to the revenue growth was increased demand for Talent
and Organizational Consulting in the U.S., the Asia-Pacific region
and Europe, as well as demand for Health Management consulting in
the U.S.
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Segment income decreased 0.5% compared to the prior year. The
decrease was mostly due to higher compensation expense, some of
which related to investments for practice growth and driven by
increased salaries, performance-based compensation, benefits and
severance. The current year includes $12.6 million in severance
charges related to workforce restructuring. Offsetting the decrease
was revenue growth,

Unallocated Shered Service Costs

Unoltocated shared service costs are global expenses that are
incurred on behalf of the entire Company and are not specifictoa
business segment. These costs include finance, legol, monagement
angd corporate relations and other related costs.

Unallocated costs increased $13.7 million, or 13.9%, primarily
due to the result of charges related to the leased real estate restruc-
turings, higher performance-based compensation expenses and
legal fees in the current period, partially offset by lower costs due to
severunce expense incurred in the prior year related to restructuring
actions and lower outside consulting costs.

Fiscal Years Ended September 30, 2007 and 2006

The following table sets forth unaudited historical segment results
for the periods presented. Results for fiscal 2007 have been reclassi-
fied to be comparable to the current year presentation, primarily due
to changes to the Company’s current organizational structure.
Results for fiscal 2006 have not been reclassified as it was not proc-
tical to do so. As o result, the fiscal 2006 segment results do not
reflect changes to the Company's current arganizational structure
and are not comparable to fiscal 2007.
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Yeor Ended September 30,

In thousands 2007 2006 % Change
Benefits Outsourcing
Segment revenues before reimbursements $1,475,326 $1,465,710 0.7%
Segment income 303,984 321,735 (5.5)%
Segment income as a percentage of segment revenues 20.6% 22.0%
HRBPO
Segment revenues before reimbursements™ $ 539,452 $ 517,502 4.2%
Segment loss (492,193) {423,407) 16.2%
Segment loss as o percentage of segment revenues (91.2)% (81.8)%
Consulting
Segment revenues before reimbursements $ 945866 $ 842,616 12.3%
Segment income 143,992 137,028 5.1%
Segment income as o percentage of segment revenues 15.2% 16.3%
Tota) Company
Segment revenues before reimbursements™ $2,960,644 $2,825,828 4.8%
Intersegment revenues (39,568) (37.106) 6.6%
Revenues before reimbursements (net revenues) 2,921,076 2,788,722 4.7%
Reimbursements 69,250 68,439 1.2%
Total revenues $2,990,326 $2,857.161 4.7%
Segment {loss) income $ (44,217) $ 35356 N/M
Charges not recorded at the segment level:

Initial public offering restricted stock awards - 9,397 (100.0)%

Unallocated shared service costs 98,750 90,220 9.5%
Operating (loss) $ (142,967) % (64.261) 122.5%

HR BPO net revenues include $69.842 and $117,964 of third party supplier revenues for the year ended September 30, 2007 and 2006, respectively. Generally, the third party
supplier arrangements are marginally profitable. The related third party supplier expenses gre included in other operating expenses.

Benefits Outsourcing

Benefits Qutsourcing net revenue, adjusting for the impact of foreign
currency translation of $7.6 million, essentinlly was unchonged as
compared to the year ended September 30, 2006. An increase in
services to new and existing clients, organic growth of existing
clients and an increase in project work, was offset by the impact of
lost clients and longer implementation cycles required for some of
the Company's large, complex clients.

Benefits Qutsourcing operating income decreosed 5.5% as com-
pared to fiscal 2006. Fiscal 2007 reflected charges of $22 million
reloted to the real estate restructurings, $13 million related to sever-
ance charges, $10 million of additionol loss reserves for anticipated
losses on certain European contracts and $5 million resulting from
the resoluticn of a legal dispute with o vendor, Asset impairment
charges of $7.6 million primarily related to the write-off of customer
relationship intangibles and copitalized software, as well os
increased client service delivery expense, also contributed to the
decrease in segment income. Partially offsetting the decrease were
efficiencies driven by global scurcing and other cost management
effarts.

HRBPO

HR BPO net revenue, excluding third party revenue and adjusting for
the impact of foreign currency translation of $7.8 million, increased
15.2% during the year ended September 30, 2007 as compared to
the prior year. The increase was primarily related to an increase in
the number of clients who went live with contract services over the
last twelve months and growth in revenue from existing clients,
including an increase in project work.

HR BPO operating loss increased 16.2% as compared to fiscal
2006. Fiscal 2007 results included charges of $280 million for
goodwill impoirment and $30 million for intangibie asset impair-
ment relating to the impairment of capitalized software, core tech-
nology intangible assets and customer relationship intangibles.
Fiscal 2007 also included charges of $5 million related to recl estate
restructurings, $15 million associoted with the onticipated restruc-
turing of a client contract and an increase in severence chorges of
$11 million. Fiscal 2006 results included charges of $172 million for
goodwill impairment, $73 million for onticipated losses on certain
contracts, $10 million net asset impairment from the termination of
a client in the first quarter of fiscal 2006 ond $9 million for impair-
ment of long-lived assets. Excluding these fiscal 2007 and fiscal
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2006 charges, the segment loss improved primarily due to the
stabilization of the existing client base, as welt as overall cost
management efforts, offset in part by the impact of new controct
implementations end increased intangible osset amortization.

Consulting
Consulting nei revenues, adjusting for the favoroble effects of
foreign currency tronslation of $32.8 million and acquisitions of
approximately $9.4 million, increased 7.2%. The majority of this
growth resulted from increased demand in North America and
Europe for Retirement and Financial Management consulting, in par-
ticular, driven by the new funding legislation in the U.S. and upcom-
ing pension accounting changes. Also contributing to the revenue
growth was increased demand for Talent and Organizational Con-
sulting services, particularly in the Asia-Pecific region.

Segment income increased 5.1% as compared to fiscal 2006 due
to revenue growth, partially offset by higher compensation expense
driven by increased wages and performance-based incentives.

Unaollocated Shared Service Costs

Unallocated shared service costs are global expenses that are
incurred on behalf of the entire Company and are not specific to a
business segment. These costs include finance, legal, management
and corporate relotions and other related costs.

Unollocoted costs increosed 9.5% primerily due to increased
professional services related to the Company's strategic initiatives
and increased performance-bosed compensation expense, offset by
praductivity savings resulting from restructuring activities.

Critical Accounting Policies and Estimates

Conforming with accounting principles generally accepted in the
United States of America requires us to make estimates and assump-
tions that offect the reported amounts and disclosures in the consoli-
dated financial statements and this Annual Report. The process of
determining significant estimates is fact specific and takes into
account factors such as historical experience, known facts, current
and expected economic conditions and, in some cases, actuarial
technigues. We periodically re-evaluate these significont factors
and maoke adjustments when focts and circumstences change;
however, actual results may differ from estimates. Certoin of our
accounting policies require higher degrees of judgment thon others
intheir application. These include certain aspects of accounting for
revenue recognition and client contract loss reserves, deferred
contract costs and revenues, performance-based compensation,
accounts receivable and unbilled work in process, goodwill end
other intangible assets, retirement plans, income taxes, share-bosed
compensation and investments.

Revenue Recognition

Revenues include fees generated from outsourcing contracts and
from consulting services provided to our clients. Qutsourcing
contract terms typically range from three to five years for benefits
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contracts and seven to ten years for HR BPO contracts, while consult-
ing arrangements are generaliy short-term in nature.

In connection with the Emerging Issues Task Force (“EITF") Issue
No. 00-21, Revenue Arrangements with Multiple Deliverables, we have
contracts with multiple elements primarily in our Benefits Qutsourc-
ing and HR BPO segments. Multiple-element arrangements are
assessed to determine whether they can be separoted into more
than one unit of accounting. EITF Issue 00-21 establishes the follow-
ing criteria, all of which must be met, in order for a deliverable to
qualify os o separate unit of accounting:

- The delivered items have value to the client on o stand-alone
basis;
« There is objective and reliable evidence of the fair value of the
undelivered items; and
+ If the arrangement includes a general right of return relative to
the delivered items, delivery or performance of the undelivered
items is considered probable and substantially in the control of
the Compony.
1f these criteria are not met, deliverables included in an arrangement
are accounted for as a single unit of accounting and revenue is
deferred until the period in which the final deliverable is provided or
a predominant service level has been attained. If there is objective
and reliable evidence of fair value for all units of accounting in an
arrangement, the arrangement censideration is allocated to the sep-
arote units of accounting based on each unit’s relative fair value.
Revenue is then recognized using a proportional performance
method such as recognizing revenue based on transoctional services
delivered or on a straight-line basis {as adjusted primarily for
volume changes}, 0s appropriate.

Our clients typically pay for consulting services either on o time-
and-material or on ¢ fixed-fee basis. On fixed-fee engogements,
revenues are recognized either as services are provided using o pro-
portional performance method, which utilizes estimates of overall
profitability ond stoges of project completion, or at the completion
of the project, bosed on the facts and circumstances of the client
arrongement.

Contract losses on outsourcing or consulting arrangements are
recognized in the period in which the loss becomes probable and the
amount of the loss is reasonably estimable. Contract losses are
determined to be the amount by which the estimated direct costs,
including any remaining deferred contract costs, exceed the esti-
mated total revenues that will be generated by the contract. When o
loss is identified, it is first recorded os an impaoirment of deferred
contract costs related to the specific contract, if applicable, with the
remaining amount recorded as a foss reserve. Estimates are moni-
tored during the term of the contract and any changes to the esti-
mates are recarded in the period the change is identified and may
result in adjustments to the toss reserve.

Deferred Contract Costs ond Deferred Contract Revenues
For long-term outsourcing service agreements, implementation
efforts are often necessary to set up clients and their human



resource or benefit programs on the Company's systems and operat-
ing processes. For outsourcing services sold separately or accounted
for us u separote unit of accounting, specific, incremental and direct
costs of implementation incurred prior to the services going live are
deferred and amortized over the period the related ongoing services
revenue is recognized. Such costs may include internal and external
costs for coding or customizing systems, costs for conversion of
client dato ond costs to negotiote contract terms. For outsourcing
services that are accounted for as @ combined unit of accounting,
specific, incrementol and direct costs of implementation, as well as
ongoing service delivery costs incurred prior to revenue recognition
commencing are deferred and amortized over the remaining con-
tract services period. Implementotion fees are also generally
received from our clients either up-front or over the ongoing services
period os a compenent of the fee per participont. Lump sum imple-
mentation fees received from a client are initially deferred ond then
recognized as revenue evenly over the contract ongoing services
period. If a client terminates an outsourcing services arrangement
prior to the end of the contract, a loss on the contract moy be
recorded if necessary and any remaining deferred implementation
revenues and costs would then be recognized into earnings gener-
ally over the remaining service period through the termination date.

Performance-Based Compensation

Our compensaotion program includes o performance-based compo-
nent that is determined by menagement subject to an annual review
by the Compensation and Leadership Committee of the Boord of
Directors. Performance-based compensation is discretionary and is
based on individual, team ond total Company performance. Perfor-
mance-based compensation is paid once per fiscal year after our
annual operating results are finalized. The amount of expense for
performance-based compensotion recognized ot interim reporting
dates involves judgment, is bosed on ennual results os compared to
internal torgets end tokes into account other factors, including
industry trends and the general economic envirgnment. Annual per-
formance-based compensation levels may vary from current expec-
tations as o result of changes in the actual performance of the
Company, team or individual. As such, accrued ameunts are subject
to change in future periods if actual performance varies from per-
formance levels anticipated in prior interim periods.

Client Receivables ond Unbilled Work In Process

We periodically evaluate the collectibility of our client receivables
and unbilled work in process based on a combination of factors. In
circumstances where we become aware of a specific client’s difficulty
in meeting its financiol obligations to us (e.g., bankruptcy, failure to
pay amounts due to us or to others), we record an atlowance for
doubtful accounts to reduce the ¢lient receivable or unbilled work in
process to what we reasonably believe will be collected. For all other
clients, we recognize an allowance for doubtful accounts bosed on
past write-off history and the length of time the receivables are past
due or unbilled work in process is not billed. Facts and circum-
stances may change, which would require us to alter our estimates
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of the collectibility of client receivables and unbilled work in process.
A key factor mitigating this risk is our diverse client base. For the
years ended September 30, 2008, 2007 and 2006, no single client
accounted for more than 10% of our total revenues.

Goodwill and Other Intangible Assets

In applying the purchase method of accounting for business combi-
nations, amounts assigned to identificble assets and liabilities
acquired are bosed on estimated fair values as of the date of the
gcquisitions, with the remainder recorded as goodwill. Estimates of
fair value are based primarily upon future cash flow projections for
the acquired businesses and net assets, discounted to present value
using a risk-adjusted discount rate. These estimates are generally
made in consultation with ¢ third party valuation speciafist. We eval-
uate our goodwili for impairment annually and whenever indicators
of impairment exist. The evaluation is based upon o comparison of
the estimated fair value of the reporting unit to which the goodwill
has been assigned to the sum of the carrying value of the assets and
liabilities for that reporting unit. The fair values used in this evalua-
tion are estimated based upon discounted future cash flow projec-
tions for the reporting unit. Qur estimate of future cosh flows is
based on our experience, knowledge ond typically third-party advice
or market dato. However, these estimaotes can be affected by other
factors and economic conditions that can be difficult to predict.
Intangible assets are initially velued at fair market value using gen-
erally accepted valuation methods appropriate for the type of intan-
gible asset. Intangible assets with definite lives are amortized over
their estimated useful lives and are reviewed for impairment if indi-
cators of impairment arise. The evaluation of impairment is based
upon @ comparison of the carrying amount of the intangible asset to
the estimated future undiscounted net cash flows expected to be
generoted by the nsset. If estimated future undiscounted net cash
flows are less than the carrying amount of the osset, the asset is con-
sidered impaired. The impairment expense is determined by com-
paring the estimated fair value of the intangible asset to its carrying
value, with any shortfall from fair value recognized os an expense in
the current period.

Retirement Plans

We provide pension benefits to certain of our employees outside of
North America and other postretirement benefits te certain of our
employees in North America. The valuation of the funded stotus and
net periodic pension and other postretirement benefit costs are cal-
culated using actearial assumptions, which are reviewed annually.
The assumptions include rates of increoses in employee compensa-
tion, interest rotes used to discount liabilities, the long-term rate of
return on plon assets, anticipoted future health-care costs and other
assumptions involving demographic factors such as retirement,
mortality and turnover. The selection of assumptions is based on
both short-term and long-term historical trends and known eco-
nomic and market conditions at the time of the valuation. The use of
different assumptions would have resulted in different measures of
the funded status and net periodic pension and other postretirement
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benefit expenses. Actual resuits in the future could differ from
expected results, We are not able to estimate the probability of
actual results differing from expected results, but believe our
assumptions are appropriate. Please refer to Note 15 for more infor-
mation on our assumptions, The most critical assumptions pertain to
the plans covering employees outside North America, as these plans
are the most significant to our consolidated financial statements,

Income Taxes
We are subject to income taxes in the U.5. ond numerous foreign
jurisdictions. Significant judgment is required in determining the
worldwide income tax provision. [n the ordinary course of global
business, there are many transactions and calculations where the
ultimate tex outcome is uncertain. Some of these uncertainties arise
0s a consequence of revenue sharing and cost reimbursement
arrongements gmong related entities, the process of identifying
items of revenue and expense that qualify far preferentiol tax treat-
ment and segregation of foreign and domestic income ond expense
to avoid double taxation. To the extent that the final tax outcome
of these motters is different from the amounts that were initially
recorded, such differences will impact the income tax provision in
the period in which such determination is made. We record a valua-
tion allowance to reduce our deferred tax assets to the amount of
future tax benefit that is more likely than not to be realized. While we
have considered future taxable income and ongoing prudent and
feasible tax planning strategies in assessing the need for the valua-
tion allowance, there is na assurance that the valuation allowance
will not need to be increased to cover additional deferred tax assets
that may not be realizable. Any increase in the voluation allowance
could have o material edverse impact on our income tax provisions
and net income in the period in which such determination is made.
Effective October 1, 2007, we adopted Financial Accounting
Standards Boord (FASB) Interpretation No. (FIN) 48, Accounting for
Uncertainty in Income Taxes—an interpretation of FASB Statement
No. 109 (FIN 48), which requires a more-likely-than-not threshold
for finoncial statement recognition and meosurement of tax posi-
tions taken or expected to be taken in o tax return. We record a liabil-
ity for the difference between the benefit recognized and measured
pursuant to FIN 48 and the tox position taken or expected to be
taken on our tox return, To the extent that our assessment of such tax
positions changes, the change in estimate is recorded in the period
in which the determination is made. Prior to October 1, 2007, we
established contingencies for income tox when, despite the belief
that our tax positions were fully supportoble, we believed that it was
probaoble that our positions would be challenged and could be disal-
lowed by various outhorities. The consolidated tax provision ond
related accruals included the impact of such reasonably estimable
losses and reloted interest and penalties as deemed appropriate.

Share-Based Compensation

Our employees and directors may receive awards of nonqualified
stock options, stock appreciotion rights, restricted stock, restricted
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stock units, performonce shares, performance units and cash-based
awards, and employees can also receive incentive stock options.

Restricted stock awards, including restricted stock and restricted
stock units, are measured using the fair market value of the stock as
of the grant date. The Company recognizes compensation expense,
net of estimated forfeitures, on a straight-line basis (if cliff vesting)
or on an accelerated-attribution basis (if groded vesting} annually
over the vesting period. Estimoted forfeitures are reviewed periodi-
cally and chonges to the estimated forfeiture rate are adjusted
through current period earnings. Employer poyroll taxes ore also
recorded as expense when they become due over the vesting period.
The remaining unvested shares are subject to forfeiture and restric-
tions an sale or transfer, generally for four years from the grant date.

The Company also grants nonqualified stock options at an exer-
cise price equal to the fair market value of the Company’s stock on
the grant date. The Company applies the Black-Scholes valugtion
method to compute the estimated fair value of the stock options and
recognizes compensation expense, net of estimated forfeitures, ona
straight-line basis so that the award is fully expensed at the vesting
date. Generally, stock options vest 25 percent on each anniversary
of the grant date, are fully vested four years from the grant date ond
have o term of ten years.

The Company uses the “simplified method,” defined in SEC Staff
Accounting Bulletin (“SAB") No. 107, to determine the expected life
assumption for ail of its options. The Company continues to use the
“simplified method,” as permitted by SAB No. 110, as it does not
believe that it has sufficient historical exercise date to provide a
reasonable basis upon which to estimate expected life due to the
limited time its equity shares have been publicly traded.

Investments
Short-term and long-term investments include marketable equity
and debt securities that are clossified as ovoilable-for-sale and
recorded ot fair volue. Marketable debt securities include auction
rate securities (“ARS") which generally have long-term nominal
maturities that exceed one year, with interest rates that reset period-
ically in scheduled auctions (generally every 7-35 days). Unrealized
gains or losses are reported as a component of accumulated other
comprehensive income (loss) to the extent they are considered tem-
porary. Realized gains or losses and other than temporary unreal-
ized losses are reported in other income {expense), net on the
consolidated statements of operations. At September 30, 2008, the
Company’s auction rate securities are clossified as fong-term invest-
ments because the auctions have failed.

Refer to Note 5 of the consolidated financial statements for more
information related to our auction rate securities.

New Accounting Pronouncements

The information required by this Item is provided in Note 2 of the
notes to the consolidated financial statements contained in [tem 8.
Financial Statements and Supplementary Data.




Liguidity and Capital Resources

Hewitt Associates, Inc.

We have historically funded our growth and working capital requirements with internolly generated funds, credit facilities ond term notes.

We believe we have brood access to debt and equity capital morkets.

Summary of Cash Flows

Yeor Ended September 30,
In thousands 2008 2007 2006
Cash provided by operating activities $ 327,902 $ 435,230 $ 381,018
Cash used in investing activities (122,828) (32,502) (387.274)
Cash used in financing activities (33,152) {174,579) (16.660)
Effect of exchange rates on cash and cash equivalents (9,171) 11,666 3916
Net increase (decrease) in cash and cash equivalents 162,751 239,815 {19,000)
Cush and cash eguivalents at beginning of year 378,743 138,928 157,928
Cash and cash equivalents at end of year $ 541,494 $ 378,743 $ 138928

The Company believes it will be able to meet its cash requirements
for operations, onticipated growth and capital expansion. Cash,
cash equivalents and short-term investments were $541 million,
$595 million and $449 million as of September 30, 2008, 2007 and
2006, respectively. The Company intends to fund working capital
requirements, principal ond iriterest payments on the Company's
debt, potential acquisitions and other liabilities with cash provided
by operations ond cash on hand, supplemented by short-term and
long-term borrowings under existing credit facilities.

Operating Activities
The Company's cash provided by operating activities decreased by
$107.3 million from the prior year. The Company faced increasing
working copital requirements for client receivables and unbilled
work in process, higher tax payments and higher performance-based
compensation paid in the current year for fiscol 2007 performance.
These factors more than offsel the increase in the Company’s net
income, net of non-cash gains and charges, and higher deferred con-
tract costs that provided more operating cash in the prior fiscal year.
The increase in cash provided by operating activities in fiscal
2007 was primarily due to an increase in cash collected on accounts
receivable and proceeds from contracts where revenue was deferred
until future periods. These were partiolly offset by a higher level of
performance-hased compensation, severance payments and tax
payments, net of refunds.

Investing Activities

Cash used in investing activities increased $90.3 million from the
prior fiscal year. The primary causes of this change were increases in
capital expenditures ond odditions to capitalized software, along
with onincrease in cash used for the Company’s three acquisitions
in fiscal year 2008. The cash proceeds received from the sale of the
Cyborg business partially offset these increases. Net sales of invest-
ments also provided slightly less cash in the current fiscal year.

The decrease in cash used in investing activities in fiscal 2007
was due to increased proceeds from net sales of short-term invest-
ments and a decreose in capital expenditures. These were portially
offset by anincrease in the purchase of short-term investments and

an increase in acquisitions. The short-term investment proceeds
were utilized to fund higher performance-based compensation and
the Company’s share repurchase program.

Financing Activities

Cosh used in financing activities decreased $141.4 million from-the
prior fiscal year as the proceeds from the Company's long-term debt
offering more than offset the increased use of cash to repurchase
Hewitt's common stock. The Company repurchased approximately
15.1 million of its outstanding shares at an average price of $37.54,
for a total of approximately $566.4 million, during the fiscal year.
Net poyments on the Company’s short-term debt holdings also used
more cash in the current fiscal year.

The increase in cash used in finoncing activities in fiscal 2007
was primarily due to an increase in share repurchoses relating to
the Company’s share repurchase program, partiolly offset by an
increase in proceeds from the exercise of stock options. The Com-
pany repurchased approximately 6.1 million of its outstanding
shares at an average price of $30.24, for a total of approximately
$183.6 million, during fiscal yeor 2007.

We believe the cash on hond, together with funds from opera-
tions, other current assets and existing credit facilities will satisfy
our expected working capital, controctual obligations, plenned capi-
tal expenditures and investment requirements for the foreseeable
future,

At September 30, 2008, the Company had available credit facili-
ties with domestic and foreign banks for various corporate purposes.
The amount of unused credit facilities as of September 30, 2008 was
approximately $225.9 million. Additional information on the Com-
pany’s borrowings and avoilable credit is included in Note 10 and
Note 11 to the consolidated financiol statements.
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Contractual Obligations

Significant ongoing commitments consist primarily of leases, debt,
purchase commitments and other long-term liabilities. The follow-
ing table shows the minimum payments required under existing

agreements which have initial or remoining non-cancelable terms in
excess of one year as of September 30, 2008.

Payments Due in Fiscal Year

In millions Toial 2009 2010-2011 2012-2013 Thereofter
Operating leases™ $ 667 $ 93 $164 $143 $267
Capital leases®:
Principal 82 8 18 20 36
Interest 26 5 9 7 5
108 13 27 27 41
Debt®:
Principal 719 144 56 289 230
Interest 193 36 64 53 40
912 180 120 342 270
Purchase commitments® 116 57 52 6 1
Other long-term obligations®™ ~ 92 9 17 17 49
Total contractual obligations $1,895 $352 $380 $535 $628

“Me have various third party operating leases for office space, furniture and equipment such os copiers, servers and disk drives with terms ranging from one ta twenty years,
Refer to Note 12 1o the consolidated financial statements for additional information on operating leases.

"We have various telecommunications equipment installment nates under capital lease which are payable over three to five years and are secured by the related equipment.
Refer to Note 12 to the consatidated financial statements for additional informotion on capital leases.

BThe amounts for long-term debt assume that the respective debt instruments will be outstanding until their scheduled moturity dates. Convertible debt is included ot its face
value. The amounts include interest on both fixed and varioble interest rate debt. The current rate os of September 30, 2008 is assumed for the variable rate debt. See Note 10
and Note 11 to the censolidoted financicl statements for sdditional information regarding our debt.

®Purchose commitments include, among other things, telecommunication usage, softwere licenses, consulting services and insurance coverage obligations as well as other
cbligations in the ordinary course of business thot we cannot cancel or where we would be required to pay ¢ termination fee in the event of cancellation.

“10ther long-term obligations cansist primarily of payments for pension plans, pest retirement benefit plans and other long-term obligations. Other long-term obligations do not
include income toxes poyable or long-term income taxes payable for uncertain tox positions, We are unable to reasonably estimate the timing of future poyments reloted to

uncertain tax positions. Refer to Note 20 to the consolidated financial statements for additional information en uncertain tax pesitions.

Off-Balance Sheet Arrangements

We do not have any obligations that meet the definition of an off-
balance sheet arrangement or are reasonably likely to have a
material effect on our consolidated financial statements.

Self-Insurance

We established o captive insurance subsidiary in fiscal 2003 as @
way to self-insure against certain business risks and losses. The cap-
tive insurance subsidiary has issued policies to caver the deductible
and an excess partion of various insured exposures, including the
deductible portions of our workers compensotion and professional
linbility insurance. We carry an umbrella policy to cover exposures in
excess of our deductibles.
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Quontitative und Qualitative Disclosures About Market Risk

We are exposed to market risk primarily from changes in interest
rates and foreign currency exchange rates. [n December 2007, we
initinted a foreign currency management progrom involving the
uses of financial derivatives and, in August 2008, we initiated a debt
risk management program involving interest rate swaps. Histori-
cally, we have not entered into hedging tronsactions, such as foreign
currency forward contracts or interest rate swaps, to manage this
risk due to our low percentage of foreign debt and restrictions on our
fixed rate debt. We do not hold or issue derivative financial instru-
ments for trading purposes. At September 30, 2008, we were a party
to hedging transaoctions including the use of derivative financial
instruments, as discussed on the next page.



Foreign Exchange Risk

For the year ended September 30, 2008, revenues from U.S. opera-
tions as a percent of total revenues were approximately 74%.
Operating in international markets means thot we are exposed to
fluctuations in foreign exchange rates. Approximately 12% of our
net revenues for the year ended September 30, 2008, were from the
United Kingdom and approximately 6% of our net revenues for the
year ended September 30, 2008, were from Canaoda. Changes in
these foreign exchonge rates con have o significant impoct on our
translated international results of operations in U.S. doliars. A 10%
change in the overage exchange rate for the British pound sterling
for the year ended September 30, 2008, would have impacted our
annual operating income by approximately $1.9 million. A 10%
change in the average exchange rate for the Canadian dollar for the
year ended September 30, 2008, would have impacted our annual
aperating income by approximately $2.7 million.

The Company has o substanticl operation in India for the develop-
ment and deployment of technology solutions as well as for client
support activities. In December 2007, the Company initiated a for-
eign currency risk management program invelving the use of fareign
currency derivatives related to exposures in fluctuations in the
Indian rupee and expects to hedge approximately 75% of future
exposures. As of September 30, 2008, the Company was a party to
foreign currency derivative instruments reloted to exposures to the
Indian rupee for approximotely 73% of forecasted transactions of
approximately $117 million. A 10% change in the exchange rate on
the related exposure will result in an increase or decrease of related
expenses of approximately $12 million. Consistent with the use of
the derivatives to offset the effect of exchange rote fluctuaticns,
such increases or decreases in expenses would be offset by corre-
sponding gains or losses, respectively, of approximately $8 million
on settlement of the derivative instruments.

Interest Rate Risk

We are exposed to interest rate risk primarily through our portfolio
of cash and cash equivalents, short-term and long-term investments
and variahle interest rate debt.

Qur portfolio of cosh and cash equivalents is designed for sofety
of principal and tiguidity. We invest in U.S. treasuries and ogencies,
AAA rated money market funds, A1/P1 rated commercial poper and
bank/term deposits and regulariy monitor the investment ratings.
The investments are subject to inherent interest rate risk as invest-
ments mature and ore reinvested ot current market interest rotes.
Our portfolio earned interest at an average rate of 4.0% during the
year ended September 30, 2008. A one percentaoge point change
would have impacted our interest income by opproximately
$3.6 million for the year ended September 30, 2008.

Hewitt Associates, Inc.

Our long-term investments consist of auction rate securities
{“ARS") which are comprised of federolly insured student loan
backed securities. These securities were valued using o discounted
cash flow model based on assumptions including current interest
yields and on after-tax discount rate commensurate with the
expected holding period. A one percentage point change on the
interest income yields would impact the fair value of the ARS hold-
ings by opproximately $3.2 million. A one percentage point change
on the discount rate used for valuing the ARS holdings would impact
the fair value of the ARS holdings by approximately $3.3 million.

Our short-term variable rate debt consists of our unsecured lines
of credit. Gur variable interest rate debt had an effective interest
rate of 4.54% during the year ended September 30, 2008. A one per-
centage point change would have impacted our interest expense
related to obl outstanding variable rate debt by approximately
$1.4 million for the year ended September 30, 2008.

On August 8, 2008, the Company entered into a long term loan
agreement that provides for o senior unsecured term loan in the
amount of $270 million (the “Term Loan”). The Term Loon initially
bears interest at a margin of 150 basis points over LIBOR ond the
margin will change depending on the Company’s leverage ratio. The
Term Loan matures on August 8, 2013 without amortization. The
Company is exposed ta interest rate risk from this long term variable
rate debt. The Company entered into interest raie swaps to portially
convert this variable rate exposure into fixed rate. The Company
swapped $170 million of the Term Loan for the first three years and
$85 million of the Term Loan for the fourth year. Only the variable
LIBOR component of the Term Loan debt was swapped to fixed rate.
As of September 30, 2008, these hedges ore still in place. A one per-
centage point chonge in LEBOR would increase or decrease our inter-
est expense related to the Term Loan, by approximately $2.7 million
over a full year. Consistent with the use of the derivatives to offset
the effect of interest rate fluctuotions, such increases or decreases in
interest rate expenses would be offset by corresponding gains or
losses, respectively of approximately $1.7 million on settlement of
the derivative instruments.

27



Management’s Assessment of Internal Control
over Financial Reporting

The finoncial statements were prepared by management, which is
responsible for their integrity and objectivity and for establishing
and maintoining adequate internal controls over financial reporting.

The Company's internal control over financial reporting is

designed to provide reasonable assurance regarding the reliability
of financial reporting and the preparation of financial statements far
external purposes in accordance with generolly accepted account-
ing principles. The Company’s internal control over financial report-
ing includes those policies and procedures that:

i. pertain to the maintenance of records that, in reasonable
detail, accurately and fairly reflect the transactions and dispo-
sitions of the gssets of the Company;

ii. provide reasonable assurance that transactions are recorded
as necessary to permit preparation of finoncial statements in
accardance with generally accepted accounting principles,
and that receipts ond expenditures of the Company are being
made only in accordance with authorizations of management
and directors of the Compeny; and

ili. provide reasonable assurance regarding prevention or timely
detection of unouthorized acquisition, use or disposition of
the Compaony’s assets thot could have a material effect on the
financial statements.

There are inherent limitations in the effectiveness of any internal
control, including the possibility of human error and the circumvention
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or averriding of contrals. Accardingly, even effective internal controls
can provide only reasonable assurances with respect to financia)
statement preparation. Further, because of changes in conditions,
the effectiveness of internal controls may vory over time.

Management assessed the design and effectiveness of the Com-
pany's internal control over financiol reparting as of September 30,
2008. In making this assessment, management used the criteria set
farth by the Committee of Sponsoring Organizations of the Tread-
way Commission (*COSQ”) in Internal Control—Integrated Frame-
wark. Based on management's assessment using those criteria, as of
September 30, 2008, management believes that the Company’s
internal controls over financial reporting are effective.

Ernst & Young, LLP, independent registered public accounting
firm, has audited the financial statements of the Company for the fis-
cal years ended September 30, 2008, 2007 and 2006 and the Com-
pany's internal contral over financial reporting as of September 30,
2008. Their reports are presented on the following pages. The inde-
pendent registered public accountants and internal auditors advise
management of the results of their audits, and make recommendao-
tions ta improve the system of internal controls. Manogement evalu-
ates the qudit recommendations and tokes appropriate action.

HEWITT ASSOCIATES, INC.



Report of Independent Registered Public Accounting Firm

on Internal Control over Financial Reporting

To the Board of Directors and Stockholders of
Hewitt Associates, [nc.:

We have audited Hewitt Associates, Inc.’s (the Company) internal
control over financial reporting os of September 30, 2008, based on
criterio estoblished in Internal Controi—Integrated Framework issued
by the Committee of Sponsoring Crganizations of the Treadway
Commission (the COSO criteria). Hewitt Associates, [nc.’s manage-
ment is responsible for mointaining effective internal control over
financial reporting and for its assessment of the effectiveness of
internal control over financial reporting included in the accompany-
ing report on Management's Assessment of Internal Control over
Financial Reporting. Our responsibility is to express an opinion on
the effectiveness of the Company’s internal cantrol over financial
reporting based on our audit.

We conducted our audit in accordance with the stondards of the
Public Company Accountiing Oversight Board (United States). Those
standards require that we plan and perform the audit to obtain rea-
sonable assuronce about whether effective internal control over
financial reporting was maintained in all material respects. Our
audit included obtoining an understanding of internal control over
financiol reporting, assessing the risk that a material weakness
exists, testing and evaluating the design ond operating effective-
ness of internal control bosed on the assessed risk, and performing
such other procedures as we considered necessary in the circum-
stances. We believe that our audit provides a reasonable basis for
our opinion,

A company’s internal control over financial reporting is a process
designed to provide reasonable ossurance regarding the reliability
of financial reporting and the preparation of finunciol statements for
external purposes in accordance with generolly accepted account-
ing principles. A company's internal control over financiaf reporting
includes those policies and procedures that (1) pertain to the main-
tenance of records thet, in reasonable detail, accurately and foirly
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reflect the transactions ond dispositions of the assets of the com-
pany; (2) provide reasonoble assuronce that transactions are
recorded as necessary to permit preparation of financiol statements
in accordance with generally accepted accounting principles, and
that receipts and expenditures of the company are being made only
in accordance with authorizations of monagement and directors of
the company; and (3) provide reasonable assurance regarding pre-
vention or timely detection of unouthorized acquisition, use, or dis-
position of the compony’s ussets that could have o material effect on
the financial statements.

Because of its inherent limitations, internal control over financial
reporting may not prevent or detect misstatements. Also, projections
of any evaluation of effectiveness to future periods are subject to the
risk that controls moy become inadequate becouse of changes in
conditions, or that the degree of compliance with the policies or pro-
cedures may deteriorote.

[n our opinion, Hewitt Associates, Inc. maintained, in all material
respects, effective internal control over financial reporting as of
September 30, 2008, based on the COS0 criteria.

We also have audited, in accordance with the stondards of
the Public Company Accounting Qversight Board (United States),
the accompanying consolidated financial statements of Hewitt
Associotes, Inc. os of September 30, 2008 and 2007, and for each of
the three years in the period ended September 30, 2008, ond our
report dated November 14, 2008, expressed an ungualified opinion
thereon.

Sanct ¥ MLLP

Chicogo, lllinois
November 14, 2008
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Report of Independent Registered Public Accounting Firm

To the Board of Directors and Stockholders of
Hewitt Associates, Inc.:

We have audited the accompanying consolidated balance sheets of
Hewitt Associotes, Inc. and subsidiaries (the “Company”) as of Sep-
tember 30, 2008 and 2007, and the related consolidated state-
ments of operations, stockholders’ equity and cash flows for each of
the three years in the period ended September 30, 2008. These con-
solidated financial statements are the responsibility of the Com-
pany's management. Our responsibility is to express an opinion on
these consolidated financial stotements based on our gudits.

We conducted our audits in eccordance with the standards of the
Public Company Accounting Oversight Board (United States). Those
standards require that we plan and perform the audit to obtain rea-
sonable assurance about whether the financial statements are free
of material misstatement. An gudit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the finan-
ciol statements. An oudit olso includes assessing the accounting
principles used and significant estimates made by management, as
well as evaluating the overall financial statement presentation, We
believe that our audits provide a rensonable basis for our opinion.

In our opinion, the consolidoted financial statements referred to
above present fairly, in all material respects, the consolidated finan-
cial position of the Company as of September 30, 2008 and 2007,
and the consolidated results of its operations and its cash flows for
each of the three years in the period ended September 30, 2008, in
conformity with U.S, generally accepted accounting principles.
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As disclosed in Note 2 in the notes to the consolidated financial
statements, effective October 1, 2007 the Company adopted Finan-
cial Accounting Standard Board (FASB) Interpretation No. 48
Accounting for Uncertainty in Income Taxes, an interpretation of FASB
Statement No. 109 and EITF 06-2 Accounting for Sabbatical Leave and
Other Similor Benefits Pursuant to FASB Statement No. 43, Accounting
for Compensated Absences. As disclosed in Note 2 in the notes to the
consolidated financial statements, effective September 30, 2007,
the Company adopted the recognition and disclosure requirements
of Statement of Financiol Accounting Standard (SFAS) No. 158
Employers’ Accounting for Defined Benefit Pension and Other Postre-
tirement Plans—an amendment of FASB Statements No. 87, 88, 108,
and 132(R).

We also have audited, in accordance with the standards of the
Public Company Accounting Oversight Board (United States), Hewitt
Associates, [nc.'s internal control over financial reporting as of Sep-
tember 30, 2008, based on criteria established in Internal Control—
Integrated Framework issued by the Committee of Sponsoring
Organizations of the Treadway Commission and our repart dated
November 14, 2008 expressed an unqualified opinion thereon.

St ¥ MLLP

Chicago, lllinois
November 14, 2008



Consolidated Balance Sheets

Hewitt Associates, Inc.

September 30, September 30,
[n thousands except for shore and per share omounts 2008 2007
Assets
Current Assets:
Cash and cash equivalents S 541,494 $ 378,743
Short-term investments - 216,726
Client receivables and unbilled work in process, less allowances
of $18,029 and $18,933 ot September 30, 2008 and 2007, respectively 655,543 632,011
Prepaid expenses and other current assets 129,529 86,683
Funds held for clients 116,488 133,163
Short-term deferred contract costs, net 83,444 75,684
Deferred income taxes, net 34,104 32,533
Total current assets 1,560,602 1,555,543
Non-Current Assets:
Deferred contract costs, net, less current portion 287,060 296,679
Property and equipment, net 385,885 355,807
Other intangible assets, net 206,822 196,133
Goodwill 364,141 319,314
Long-term investments 124,530 -
Other non-current assets, net 63,762 31,962
Total non-current assets 1,432,200 1,199,995
Total Assets $ 2,992,802 $2,755,538
Liobitities
Current Ligbilities:
Accounts payable $ 15,880 $ 21,304
Accrued expenses 239,521 212,097
Funds held for clients 116,488 133,163
Advanced hillings to clients 158,238 170,131
Accrued compensation and benefits 403,611 353,265
Short-term deferred contract revenues 52,733 49,581
Short-term debt 17,602 30,369
Current portion of long-term debt and copital lease obligations 133,002 24,222
Total current liabilities 1,137,075 994,132
Non-Current Liabilities:
Deferred contract revenues, less current portion 237,648 221,778
Debt and copital lease obligations, less current portion 650,182 233,465
Other non-current liabilities 240,637 165,264
Deferred income taxes, net 77,058 102,887
Total non-current liabilities 1,205,525 723,394
Total Liobilities $ 2,342,600 $1,717.526
Stockholders” Equity
Class A common stock, par value $0.01 per share, 750,000,000 shares authorized,
130,390,8800nd 127,672,253 issued, 94,227,120 ond 107,126,309 shares outstanding,
as of September 30, 2008 ond 2007, respectively $ 1,304 $ 1,277
Additional paid-in copital 1,579,077 1,472,409
Cost of common stock in treasury, 36,163,760 and 20,545,944 shares of Class A common stock
as of September 30, 2008 and 2007, respectively (1,183,427) {597,200)
Retained earnings 206,558 38,144
Accumulated other comprehensive income, net 46,690 123,382
Totol stockholders’ equity 650,202 1,038,012
Total Liabilities and Stockholders’ Equity $ 2,992,802 $2,755,538

The accampanying notes are an integral part of these financiol statements.
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Consolidated Statements of Operations

Hewitt Assaciates, Inc.

Year Ended September 30,
In thousands except for share and per share amounts 2008 2007 2006
Revenues:
Revenues before reimbursements (net revenues) $3,151,389 $2.921.076 $2,788,722
Reimbursements 76,259 69,250 68,439
Total revenues 3,227,648 2.990,326 2.857,161
Operating expenses:
Compensation and reloted expenses 2,042,623 1,906,158 1,799,743
Goodwill and asset impairment 4,117 326,615 255,873
Reimbursable expenses 76,259 69,250 68,439
Other operating expenses 624,989 636,698 642,803
Selling, general and administrative expenses 202,483 194,572 154,564
Gain on sale of business (35,667) - -
Total operating expenses 2,914,804 3,133,293 2,921,422
Operating income (loss) 312,844 (142,967) (64,261)
Otherincome, net:
[nterest expense (24,788) {20,019) {23.072)
[nterest income 22,023 30,219 17,795
Qther income, net 6,365 8,049 9,968
Total other income, net 3,600 18,249 4,691
Income {loss) before income taxes 316,444 (124,718) {59.570)
Provision far income taxes 128,302 50,362 56,368
Net income (loss) $ 188,142 $ (175.080) $ (115,938)
Earnings (loss) per share:
Basic 5 1.90 $ (1.62) $ (1.08)
Diluted 5 1.85 $ (1.62) $ (1.08)
Weighted average shares:
Basic 98,791,739 107,866,281 107,642,383
Diluted 101,970,321 107,866,281 107.642.383

The accompanying notes are an integral post of these financial stotements.
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Consolidated Statements of Cash Flows

Hewitt Associates, [nc.

Year Ended September 30,

Amounts in thousands 2008 2007 2006
Cash flows from operating activities:
Net income {loss) $ 188,142 $(175,080) $(115,938)
Adjustments to reconcile net income (loss) to
net cash provided by operating octivities:
Depreciotion and amortization, including amortization of deferred
contract revenues and casts 174,767 190,393 166,603
Goodwill and asset impoirment 4,117 326,615 255,873
Gaoin on sale of business (35,667) — —
Share-based compensation 48,345 40,937 55,007
Deferred income taxes 6,976 (19,147) 17,906
Gain on contribution of business - - (7.127)
Goinon sale of investments {2,581) (5,982) -
Changes in operating assets and liabilities,
net of effect of ocquisitions and dispositions:
Client receivables and unbilled waork in process (34,271) 13,342 (14,634)
Prepoid expenses and other current assets (51,155) (4.581) 21,072
Deferred cortract costs (102,214) {143.619) (170,309)
Other assets (22,646) (5,102) 1,244
Accounts payable (4,962) {11.183) (27.324)
Accrued compensation e¢nd benefits 34,787 82,024 89,864
Accrued expenses 22,518 30,842 2,513
Advanced billings to clients (1,515) (7.525) 18,361
Deferred contract revenues 96,077 111,930 95,189
Other fong-term ligbilities 7,184 11,366 (7.282)
Net cash provided by operating activities 327,902 435,230 381,018
Cash flows from investing activities:
Purchases of invesiments (426,675) (400,794) {356,365)
Proceeds from sales of investments 513,064 502,331 105,678
Additions to property and equipment (117,556) (88.477) {129,936)
Cash poid for acquisitions and transaction costs, net of cash acquired (134,081) (45,562) (6,651)
Cash received for sale of business 42.420 - -
Net cash used in investing activities (122,828) (32,502) (387,274)
Cash flows from financing activities:
Proceeds from the exercise of stock options 43,606 54,183 14,537
Excess tax henefits from the exercise of share-based awards 10,227 4,912 1,084
Proceeds from short-term borrowings 185,468 103,771 140,154
Proceeds from lang-term borrowings 539,751 - -
Repayments of short-term borrowings, capital leases and long-term debt {225,977) {(141,610) (159,708)
Purchase of Class A common shares for treasury {586,227) (195,835) (12,727)
Net cash used in financing activities (33,152) (174,579) (16,660)
Effect of exchange rate changes on cash and cash eguivalents {9,171) 11,666 3,916
Net increase (decrease) in cash and cash equivalents 162,751 239,815 (19,000)
Cash and cash equivalents, beginning of year 378,743 138,928 157,928
Cash and cash equivalents, end of year $ 541,494 $ 378,743 $ 138,928

The sccompanying notes are anintegral port of these Tinanciol stotements.
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Consolidated Statements of Stockholders’ Equity

In thousands except for share and per share amounts

Closs A Class B Closs C
Commen Shares Common Shares Common Shores
Shares  Amount Shares  Amount Shares  Amount

Balance at September 30, 2005
Comprehensive loss:
Net loss
Other comprehensive income:
Minimum pension liability adjustment, net of tax
Unrealized gains on shart-term investments, net of tax
Foreign currency translation adjustments, net of tax

Total other comprehensive income
Total comprehensive loss
Restricted stock aword grant
Share-based compensation expense
Cumulative effect of o change 1n accounting principle
Excess tax benefits from stock plans
Restricted stock unit vesting
Purchose of Class A common shares for treasury
[ssuance of Class A comman shares:
Employee stock options
Qutside Directors
Rule 144 share conversions and other share conversions
Net forfeiture of restricted common stock pursuant to the
global stock plan and other
Adoption of SFAS 123(R)—Adjustment to remove restricted
stock units and unearned compensation

72,970,960 $ 730 45,181,849

2,750,481 28

=

121,520
647,740 6

17,089

48,722,310

(297,911) {3)

$ 452

3,540,461  $35

487 (45.181.849) (452) (3.540.461)  (35)

Balance at September 30, 2006
Comprehensive loss:
Net loss
Other comprehensive income:
Unrealized gains on short-term investments, net of tax
Foreign currency translation adjustments, net of tax

Total other comprehensive income

Total comprehensive loss
Share-based compensation expense
Excess tox benefits from stock plans
Restricted stock unit vesting
Purchase of Class A common shares for treasury
Issuance of Class A common shares:

Employee stock options

Qutside Directors
Net forfeiture of restricted common stock pursuant to the

global stock plan and other

Adoption of SFAS 158 (net of tax)

124,932,189 1,249

613,678 6
2,377,618 24
3,508 -
{254,740) {2)

Balance at September 30, 2007
Comprehensive incame:
Netincome
Other comprehensive loss:
Unrealized losses on investments, net of tax
Retirement Plans, net of tax

127,672,253 1,277

Unrealized gains {losses) on hedging transactions, net of tax

Foreign currency translation adjustments, net of tax

Total other comprehensive loss
Total comprehensive income
Share-based compensation expense
Excess tax benefits from stock plans
Restricted stock unit vesting
Purchase of Class A common shares for treasury
Issuance of Class A common shares:
Employee stock options

Net forfeiture of restricted common stock pursuant to the

globa! stock plan and other
Adoption of FIN 48
Adoption of EITF 06-02 (net of tax)

ol |

938,872

-]

1,847,653 1
(67,898)

|

[
[

Bolance at September 30, 2008

130,390,880 $1,304

The accomponying notes are an integral part of these financial statements.
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Restricted

Hewitt Associotes, Inc.

Accumulated

: Additional Treasury Stock, Other

Stock Units Paid-in at Cost Retoined Unearned Comprehensive
Shares Amount Capital Shares Amount Earnings Compensation Income Total
98,967 $ 2,035 $1,315119 13,514,395 $ (388.638) $ 329,162 $(17,326) $ 69,788 $1,311,357
_ _ — - - (115,938) - - (115,938)
- — - - - - 2,397 2,397
- - - - - - - 127 127
- - - - — - 2,760 2,760
5,284 5,284
(110,654)
- - (28) - - - - - —
- - 55,126 - - - - - 55,126
- - (119) - - - - - (119)
- - (1.15(1) - - - - - (1151)
- - 1 - - — — — —
- - - 595,385 {12,727) - - - (12,727)
- 14,531 - - - - 14,537
- - - - - - - - (3)
(98,967) (2,035) {15,288) - - - 17,326 — 3
- - 1,368,189 14,109,780 (401,365) 213,224 - 75,072 1,256,369
- - - - - {175.080) - - (175,080)
- - - - - - - 8
- — — - - - - 49,827 46,827
49,835 49,835
{125,245)
- - 40,925 - - - - - 40,925
- - 9,1%0) - - - - - 9,140
- - 6 - - - - - —
- - - 6,436,164 {195,835) - - - (195,835)
- - 54,159 - — - - - 54,183
2 - - - -
- - - — - — — (1,525) (1,525)
- - 1,472,409 20,545,944 (597,200) 38,144 - 123,382 1,038,012
- - - - - 188,142 - - 188,142
- - - - - - - (4,273 {4,273
(23,834 (23,834
(6,612 (6,412
- - - - - - - (42,173 (42,173
(76,692) (76,692)
111,450
- - 48,345 - - - - - 48,345
- - 14,7%3) - - - — - 14,744
- - - 15,617,816 (586,227) - - - (586,227)
- - 43,588 - - - - - 43,606
z Z Z Z - (7,036 - - (7,036
- - - - - (12,692 - - (12,692
- $ -  $1,579,077 36,163,760  $(1,183,427) $ 206,558 $ - $ 46,690 $ 650,202
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Notes to the Consolidated Financial Statements
For The Fiscal Years Ended September 30, 2008, 2007 and 2006

Inthousands except for share and per share amounts

1. Description of Business

Hewitt Associates, [nc., @ Delaware corporation, and its subsidiaries
{"Hewitt” or the "Compeny”) provide global humaon resources bene-
fits, outsourcing and consulting services. Benefits Outsourcing
includes administrotive services for health and welfare, defined con-
tribution and defined benefit plons. Human Resource Business
Process Qutsourcing (HR BPO) includes workforce administration,
rewards management, recruiting ond staffing, payroll processing,
performance manogement, learning and development, talent
management, relocation services, time end attendance, accounts
payable, procurement expertise and vendor management. Hewitt's
Consulting business provides o wide array of consulting ond actuar-
ial services covering the design, implementation, communication
and operation of health and welfore, compensation and retirement
plans, and broader human resources programs and processes.

2. Summary of Significant Accounting Policies

The consolidated finoncial statements are prepared on the accrual
bosis of accounting. The significant accounting policies are summa-
rized below:

Principles of Cansolidation and Combination

The accompanying consolidated financial statements reflect the
operations of the Company and its majority owned subsidiaries after
elimination of intercompany accounts and transactions. Invest-
ments in affiliated companies in which the Company does not have
control, but has the ahility to exercise significant influence over
governance and operations (generaily 20-50 percent ownership),
are accounted for by the equity method.

Use of Estimates

The preparation of finoncial statements ond related disclosures in
conformity with accounting principles generally accepted in the
United Stotes of America requires manogement to make estimates
and assumptions that affect the amounts reported in the consoli-
dated financial statements and accompanying notes. Estimates are
used for, but are not limited to, the accounting for contract and proj-
ect loss reserves, performance-based compensation, the allowance
for doubtful accounts, depreciation and amortization, long-term
investments, asset impairment, taxes and contingencies. Although
these estimates are based on management’s best knowledge of
current events and actions that the Company may undertake in the
future, actual results may differ from the estimaotes.

Revenue Recognition
Revenues include fees generoted from outsourcing controcts and
from consulting services provided to the Company's clients.
Revenues from sales or licensing of software are not moterial. The
Company recognizes revenue when persuasive evidence of an
orrongement exists, services hove been rendered, the fee is deter-
minable and collectibility is reasonably assured.

The Company’s outsourcing contracts typically have three to five
year terms for benefits services and seven to ten yeor terms for HR
BPO services. The Company recognizes revenues for non-refundable,
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up-front implementation fees evenly over the period that the refated
ongoing service revenues ore recognized. Services provided outside
the scope of the Company's outsourcing contracts are recognized on
a time-and-moterial or fixed-fee bosis.

The Company’s clients typically pay for consulting services either
on a time-und-material or fixed-fee basis. Revenues are recognized
monthly under time-and-material based arrangements as services
are provided. On fixed-fee engagements, revenues ore recognized
either as services are provided using a proportional performance
method or at the completion of a project based on facts and circum-
stances of the client arrangement.

Contractlosses on outsourcing or consulting arrangements are
recognized in the period in which the loss becomes proboble and the
amount of the loss is reasonably estimable. Contract losses are
determined to be the omount by which the estimated direct costs,
including any remaining deferred contract costs, exceed the esti-
mated total revenues that will be generated by the contract. When a
loss is identified, it is first recorded as an impairment of deferred
contraci costs reloted to the specific contract, if applicable, with the
remaining amount recorded as a loss reserve. Estimates are moni-
tored during the term of the contract and any changes to the esti-
maotes ore recorded in the period the chonge is identified and may
result in an adjustment to the loss reserve,

During fiscal 2007, the Company recorded a $10,146 pre-tax,
non-cash charge reltated to certain European Benefits Qutsourcing
contracts. This charge is reflected as o $3,140 impoirment of
deferred contract costs and o $7,006 loss reserve provision included
in compensation and related expenses.

During fiscal 2006, the Company recorded a $72,641 pre-tax,
non-cash charge related to certain HR BPO contracts resulting from
higher than expected implementation ond future ongoing costs to be
incurred over the life of the contract. This charge was reflected as a
$61,614 impairment of deferred contract costs and o $11,027 loss
reserve provision included in compensation and reloted expenses.

In connection with Emerging lssues Task Force ("EITF"} Issue
Na. 00-21, Revenue Arrangements with Muitiple Deliverables, the
Company has contracts with multiple elements primarily in its Bene-
fits Qutsourcing and HR BPO segments. Multiple-element arrange-
ments are ossessed to determine whether they can be separoted into
more than one unit of accounting. EITF Issue 00-21 establishes the
following criterio, all of which must be met, in order for a deliverable
to qualify as a separote unit of accounting:

- The delivered items have volue to the client on o stand-alone
bosis;
« There is objective and reliable evidence of the fair value of the
undelivered items; and
- The arrangement includes a general right of return relative to the
delivered items, and delivery or performance of the undelivered
items is considered probable and substantiolly in the control of
the Company.
If there is objective and reliable evidence of foir value for all units of
accounting in an arrangement, the arrangement consideration is
allocated to the separate units of accounting based on each unit's
relative fair value. Revenue is then recognized using a propertional




performance method such as recognizing revenue bosed on transac-
tional services delivered or on a siraight-line bosis {as odjusted pri-
marily for volume changes), as appropriate. If these criterio are not
met, deliverables included in an arrangement are occounted for as a
single unit of accounting ond revenue and cost are deferred until the
period in which the final deliverable is provided or a predominant
service level has been ottained and then recognized over the life of
the contract.

Revenues earned in excess of billings ore recorded as unbilled
work in process. Billings in excess of revenues earned are recorded
as advanced billings to clients, a deferred revenue liability, until
services are rendered.

The Company considers the criteria established by EITF [ssue No.
99-19, Reporting Revenue Gross os a Principol versus Net as an Agent, in
determining whether revenue should be recognized on a gross versus
a net basis. In consideration of these criterig, the Company recog-
nizes revenue primarily on a gross basis. Factors considered in deter-
mining if gross or net recognition is appropriote include whether the
Company is primarily responsible to the client for the delivery of
services, changes to the delivered product, performs part of the serv-
ice detivered, has discretion on vendor selection or bears credit risk.

In accordance with EITF Issue No. 01-14, Income Statement Char-
acterization of Reimbursements Received for "Out-of-Pocket” Expenses
Incurred, reimbursements received for out-of-pocket expenses
incurred are choracterized as revenues and are shown as o separote
component of total revenues. Similarly, related reimbursable
expenses are also shown separately within operating expenses.

Deferred Contract Costs and Deferred Contruct Revenues

For long-term outsourcing service agreements, implementation
efforts are often necessary to set up clients and their human
respurce or benefit programs on the Company’s systems and operat-
ing processes. For outsourcing services sold separately or accounted
for as a separate unit of occounting, specific, incremental and direct
costs of implementation incurred prior to the services going live are
deferred and amortized over the period that the reloted ongaing
services revenue is recognized. Such costs may include internal end
external costs for coding or customizing systems, costs for conver-
sion of client dato and costs to negotiate contract terms. For out-
sourcing services that are accounted for as a combined unit of
accounting, specific, incrementol and direct costs of implementa-
tion, as well as ongoing service delivery costs incurred prior to rev-
enue recognition commencing are deferred and amortized over the
remaining contract services period. Implementotion fees are also
generally received from our clients either up-front or over the ongo-
ing services period as a component of the fee per participant. Lump
sum implementation fees received from a client are initially deferred
and then recognized as revenue evenly over the ongoing contract
services period. If a client termingtes an outsourcing services
arrangement prior to the end of the contract, a loss on the contract
may be recorded, if necessary, ond any remaining deferred imple-
mentation revenues and costs would then be recognized into earn-
ings generally over the remaining service period through the
termination date,

Hewitt Associates, Inc.

Performance-Bused Compensation

The Company’s compensation program includes a performance-
based component that is determined by management subject to
annual review by the Compensation and Leadership Committee of
the Board of Directors. Performance-based compensation is discre-
tionary and is based on individual, team ond total Company per-
formance. Performance-based compensation is poid once per fiscal
year after the Company’s annual operating reswlts are finalized. The
omount of expense for performance-based compensation recog-
nized at interim dates involves judgment, is bosed on annual results
as compared to internal targets and tokes into account other factors,
including industry trends and the general economic environment.
Annual performaonce-based compensation levels may vary from cur-
rent expectations as o result of changes in the octual performance of
the Company, team or individuol. As such, accrued amounts are sub-
ject to change in future periods if actual performeonce varies from
performance levels anticipated in prior interim periods.

Income Taxes
The Company applies the asset and ligbility method described in
Stotement of Financial Accounting Stondards (“SFAS") No. 109,
Accounting for Income Taxes. Deferred tax gssets and liabilities are
recognized for future tax consequences ottributable to differences
between the financial statement carrying amounts of existing assets
and fiahilities and their respective tox bases and operating loss and
tox credit carryforwards. Deferred tox assets and liabilities are
measured using tax rates expected to apply to taxable income in the
years in which those temporary differences are expected to be recov-
ered or settled. The effect on deferred tax assets and liabilities of o
change in tax rates is recognized in income in the period that
includes the enactment dote. Valuation allowances are recognized
to reduce the deferred tax assets to the amount that is more likely
than not to be realized. In assessing the likelihood of realization,
management considers estimates of future taxable income.
Effective October 1, 2007, the Company odopted Financial
Accounting Standards Boord (FASB) Interpretation No. (FIN) 48,
Accounting for Uncertainty in Income Taxes—an interpretation of FASB
Statement No. 109 (FIN 48), which requires o more-likely-than-not
threshold for financial statement recognition and measurement
of tax positions token or expected to be token in a tox return. The
Company records a liability for the difference between the benefit
recognized ond meosured pursuant to FIN 48 and the tax position
taken or expected to be taken on its tax return. Ta the extent that the
Company’s assessment of such tax positions changes, the change in
estimate is recorded in the period in which the determination is
made, Prior to October 1, 2007, the Company estoblished contin-
gencies for income tox when, despite the belief that its tax positions
were fully supportable, the Company believed that it was probable
that its positions would be challenged and could be disaliowed by
various authorities. The consolidated tox provision and related
accruals included the impact of such reasonably estimable losses
and related interest and penalties as deemed appropriate,
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Foreign Currency Translation

The Company’s foreign operations use local currency as their func-
tionai currency. Accordingly, assets and liabilities of foreign sub-
sidiaries are translated into U.S. dollars at exchange rates in effect
at year-end, while revenues and expenses are transloted at average
exchange rates prevailing during the year. Translation adjustments
are reported as a component of occumulated other comprehensive
income (loss) in stockholders’ equity. Goins or losses resulting from
foreign exchange transoctions are recorded in earnings within other
income (expense), net. Transaction goins (losses) totaled $254,
($3.58%) and ($94}in fiscal 2008, 2007 and 2006, respectively.

Concentrations of Credit Risk

The Company's financial instruments that are exposed to concentrg-
tions of credit risk consist of cash equivalents, client receivables,
unbilled work in process and long-term investments. Hewitt invests
its cosh equivalents in government and agency paper, the highest
rated money market and similar investments and continuously mon-
itors the investment rotings. Concentrations of credit risk with
respect to unbilled revenues and receivables are limited as no client
maokes up a significont portion of the Company’s billings. The major-
ity of the Company’s long-term investments are comprised of feder-
ally insured student loan backed securities which are rated Aag/AAA
by Moody's and S&P, respectively, and are spread among many state
issuers. Credit risk itself is limited due to the Company’s large num-
ber of Fortune 500 clients, its clients’ strong credit histories and their
dispersion across many different industries and geographic regions.
For each of the years ended September 30, 2008, 2007 and 2006,
no single client represented ten percent or more of the Company's
totel revenues.

Fair Value of Financial Instruments

Cash and cash equivalents and client receivables are financial
ossets with carrying values that approximate fair value. Accounts
payoble and the Company’s variable rate debt are financial liabili-
ties with carrying values that approximate fair value. As of Septem-
ber 30, 2008 and 2007, the carrying value of the Company's fixed
rate unsecured senior term notes was $283,000 and $70,000,
respectively, and the foir volue wos estimaoted to be approximately
$287.649 and $74,955, respectively. The estimate of fair value was
calculoted by discounting the future cash flows of the senior term
notes at rotes currently offered to the Company for similar debt
instruments with comparoble maturities. At September 30, 2008
and 2007, the carrying value of the Company's unsecured convert-
ible senior notes with a foce volue of $110,000 was $110,000 and
$106,080, respectively, and the fair value was estimated to be
$109,104 and $106,563, respectively, based on the current market
value of this publicly traded security. Refer to Note 5 for discussion
on fair value of auction rate securities.
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Caosh and Cash Equivalents

The Company defines cash and cash equivalents as cash and invest-
ments with maturities of 90 days or less when purchased. At Sep-
tember 30, 2008 and 2007, cash and cash equivalents included
cash in checking and money market accounts os well as corporate
tax-odvantaged money market investments maturing in 90 days or
less. At September 30, 2008, $814 of the Company's cash was
restricted in connection with a prior yeor acquisition. The restricted
cash was poid out under the terms of an Escrow Agreement on
October 30, 2008.

Funds Held for Clients

Some of the Company’s outsourcing agreements require the Com-
pany to hold funds on behalf of clients. Funds held on behalf of
clients are segregated from Hewitt corporate funds. There is usually
a short period of time between when we receive funds and when we
pay obligations on behalf of clients.

Investments
Short-term and long-term investments include marketoble equity
and debt securities that are clossified as avoilable-for-sole ond
recorded at fair value. Marketable debt securities include auction
rate securities (“"ARS") which generally have long-term nominal
maturities that exceed one year, with interest rates that reset period-
ically in scheduled ouctions (generally every 7-35 days). Unrealized
guins or losses are reported as a component of accumulated other
comprehensive income (loss) to the extent they ore deemed tempo-
rary. Realized gains or losses and other than temporary unrealized
losses are reported in other income (expense), net on the consoli-
dated statements of operations. At September 30, 2008, the
Company's auction rate securities are clossified os long-term invest-
ments because the guctions have failed.

Refer to Note 5 for more information on the Company’s
investments.

Client Receivables ond Unbilled Work In Process

The Company periodically evaluates the collectibility of its client
receivables and unbilled work in pracess based on o combination of
factors. In circumstances where the Company becomes aware of a
specific client’s difficulty in meeting its financiai obligations (e.g.,
bankruptcy filings, failure to pay amounts due to the Company or to
others}), the Company records an aliowance for doubtful aceounts to
reduce the client receivable or unbilled work in process to what the
Compaony reasonably believes will be collected. For all other clients,
the Company recognizes an allowance for doubtful accounts based
on past write-off history ond the length of time the receivables are
past due or unbilled work in process is not billed. Facts and circum-
stances may change that would require the Compeny to alter its esti-
mates of the collectibility of client receivables and unbilled work in
process, Accounts are written off against the allowance when the
Company determines thot the receivable will not be collected.




Property and Equipment

Property and equipment, which include omounts recorded under
capital leases, are recorded ot cost. Depreciation and amortization
are computed using the straight-line method over the estimated
useful lives of the assets, which are as follows:

Asset Description Asset Life
Computer equipment 3to5yeors
Copitalized software 3to5years
Telecommunications equipment 5 years
Furniture and eguipment 5to 15 years
Buildings 15to 39 years

Lesser of estimated
useful life or lease term

Leasehold improvements

Long-tived assets are reviewed for impairment whenever events or
changes in circumstances indicate that the carrying omount of an
asset may not be recaverable. Recoverability of long-fived assets
hetd for use are ossessed by o comparisan of the carrying amount
of the asset to the estimoted future undiscounted net cash flows
expected to be generated by the asset, If estimated future undis-
counted net cosh flows are less than the carrying amount of the
asset, the asset is considered impaired and expense is recorded in
an amount required to reduce the carrying amount of the asset to its
foirvalue.

Software Development Costs

Costs for software developed for internal use are accounted forin
accordance with the American Institute of Certified Public Accoun-
tants' Statement of Position No. 98-1 ("SOP 98-17), Accounting for
Costs of Computer Software Developed or Obtained for Internal Use.
SOP 98-1 requires the capitalization of certain costs incurred in con-
nection with developing or obtaining internal use software. Costs
capitalized in accordance with SOP 98-1 are included in deferred
contract costs in the consolidated balance sheet. The Company
amortizes the softwore costs over periods ranging from three to
five years.

Costs thot are incurred in the preliminary project stage are
expensed as incurred. Once the capitalization criterio of SOP 98-1
have been met, external direct costs of materials and services con-
sumed in developing or obtaining internal-use computer software,
payroll and payroll-related costs for employees who are directly
associated with and who devote time to the internal-use computer
softwore project (to the extent of their time spent directly on the
project) and interest costs incurred when developing camputer soft-
ware forinternal use are capitalized.

Goodwill and Intangible Assets

Goodwill is not amortized but is reviewed for impairment annualiy or
more frequently if indicators of impairment arise. The evaluation is
based upon a comparison of the estimated fair value of the reporting
unit to which the goodwill has been assigned to the sum of the carry-
ing values of the assets and liabilities for that reporting unit. The fair
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values used in this evoluation are estimated based upon discounted
future cash flow projections far the reporting unit. These cash flow
projections are based upon o number of estimates and assumptions.

Intangible assets are initially valued at fair market value using
generolly accepted valuation methods appropriote for the type of
intangible asset. Intangible assets with definite lives are amortized
over their estimated useful lives and ore reviewed for impairment if
indicators of impairment arise. The evaluation of impairment is
based upon a comparison of the corrying amount of the intangible
osset to the estimated future undiscounted net cash flows expected
to be generated by the asset. If estimated future undiscounted net
cash flows are less than the carrying amount of the osset, the asset is
considered impaired. The impoirment expense is determined by
compaoring the estimated fair volue of the intangible asset to its
carrying value, with any shortfall from fair value recognized as
an expense in the current period.

Amortization of the Company's definite-tived intangible ossets is
computed using the straight-line methad over the estimated useful
lives of the assets, which are os follows:

Asset Description Asset Life
Trademarks and tradenomes 3to 10years
Core technology 10 years
Customer relationships 10to 30 years

Share-Based Compensation

On October 1, 2005, the Company adopted SFAS 123(R), Share-
Based Payment (*SFAS 123(R)"). using the modified prospective
method. Upon the adoption of SFAS 123(R), the Compony recog-
nized an immateriol one-time gain in compensation and reloted
expenses related to the requirement to apply on estimated forfeiture
rate to unvested awards. Previously, the Company recorded forfei-
tures as incurred. The Company has also elected to recognize the
compensation cost of all share-bosed awards, other than those with
performance conditions, on a straight-line basis over the vesting
period of the award. Compensation cost of all shore-bosed awards
with performance conditions are recognized on a stroight-line basis
(if cliff vesting) or on an accelerated-attribution basis (if graded
vesting) over the requisite service period or the implicit service
period, if it is probable that the performance conditions will be
met. Under SFAS 123(R), benefits of tax deductions in excess of rec-
ognized compensation expense are now reported as a financing
cosh flow.

Restricted stock awaords, including restricted stock and restricted
stock units, are measured using the fair market value of the stock as
of the grant date. The Company recognizes compensation expense,
net of estimoted forfeitures, on o stroight-fine basis over the vesting
period. Estimated forfeitures are reviewed periodically and changes
to the estimated forfeiture rate are recorded in current period earn-
ings. Employer payroH taxes are also recorded os expense when they
become due aver the vesting period. The remaining unvested shares
are subject to forfeiture and restrictions on sale or transfer based on
vesting dates.
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The Company also grants nonquatified stock options at an exer-
cise price equal to the fair market value of the Company’s stock on
the grant date. The Company applies the Black-5chales valuation
method to compute the estimated fair value of the stock options and
recognizes compensation expense, net of estimated forfeitures, on o
straight-line bosis so that the oward is fully expensed at the vesting
date. Generally, stock options vest 25 percent on each onniversary
of the grant date, are futly vested four years from the grant dote ond
have a term of ten years,

The Company uses the "simplified method,” defined in SEC Staff
Accounting Bulletin (*SAB"} No. 107, to determine the expected life
assumption for all of its options. The Company continues to use the
“simplified method,” as permitted by SAB No. 110, os it does not
believe that it has sufficient historicol exercise data to provide a
repsonable basis upon which to estimate expected life due to the
limited time its equity shares have been publicly traded.

New Accounting Pronouncements

In March 2008, the Financial Accounting Standords Board (*FASB™)
issued SFAS No. 161, Disclosures about Derivative Instruments and
Hedging Activities—an amendment of FASB Statement No. 133 ("SFAS
No. 161"). This Statement amends and expands the disclosure
requirements of FASB Statement No. 133, Accounting for Derivative
Instruments and Hedging Activities. SFAS No. 161 will become effective
for financial statements issued for fiscal years and interim periods
beginning after November 15, 2008 {Hewitt's second quarter of fiscal
year 2009). The Company is currently evaluating the potential impact,
if any, of SFAS No. 161 on its consolidated financial statements.

In December 2007, the FASB issued SFAS No. 160, Noncontroliing
Interest in Consolidated Financigl Statements—an amendment of ARB
No. 51 (“SFAS No. 160"). This Statement establishes accounting and
reporting standards for noncontrolling interests and transactions
between the reparting party and such noncantrolling interests. This
Statement is effective for fiscal yeoars, and interim periods within
those fiscal years, beginning on or ofter December 15, 2008
(Hewitt’s fiscal year 2010). The Company is currently evaluating
the potential impact, if any, of SFAS No. 160 on its consolidated
financiol statements,

In December 2007, the FASB issued SFAS No. 141(R), Business
Combinations, ("SFAS No. 141(R)"). SFAS No. 141(R) requires the
Company to continue to follow the guidance in SFAS No. 141 for cer-
tain aspects of business combinations, with additional guidance
provided defining the acquirer, recognizing and measuring the iden-
tifiable ossets acquired, the liabilities assumed, any noncontrolling
interest in the acquiree, assets and liabilities arising from contin-
gencies, defining o bargain purchase and recognizing and measur-
ing goodwill or a gain from o bargain purchase. In addition, under
SFAS No. 141(R), adjustments ossociated with changes in tax can-
tingencies that occur ofter the measurement period, not to exceed
one year, are recorded as adjustments to income. This statement is
effective for all business combinations for which the ocquisition
date is on or after the beginning of an entity’s first fiscal year that
begins after December 15, 2008 (Hewitt’s fiscal year 2010); how-
ever, the guidance in this standard regarding the treatment of
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income tax contingencies is retrospective to business combinations
completed prior to October 1, 2009. The Company will adopt SFAS
No. 141(R) for any business combinations occurring ot or subse-
quent to October 1, 2009.

In February 2007, the FASB issued SFAS No. 159, The Fair Value
Option for Financial Assets and Financial Liabilities—Including an
amendment of FASB Staterment No. 115 (“SFAS No. 159"). This State-
ment permits entities to choose to measure many financial instru-
ments and certain other items at fair value. This Statement is
effective as of the beginning of an entity’s first fiscal year that begins
after November 15, 2007 (Hewitt’s fiscal year 2009). The Company
is currently evaluating the potential impact, if any, of SFAS No. 159
on its consolidated financial statements.

In September 2006, the SEC issued Stoff Accounting Bulletin
{SAB) No. 108, Considering the Effects of Prior Year Misstatements
When Quantifying Misstatements in Current Year Financial Statements,
{“SAB No. 108"). SAB No. 108 addresses the process and diversity in
practice of quantifying finoncial statement misstatements resulting
in the potential build up of improper amounts on the balonce sheet.
The adoption of SAB No. 108, effective September 30, 2007, did not
have a materiol impact on the Company’s consolidated financial
statements.

In September 2006, the FASB issued SFAS No. 157, Fair Value
Measurements, (“SFAS No. 157"). SFAS No. 157 establishes a frame-
work for measuring fair value and expands disclosures about fair
value measurements. The changes to current practice resulting from
the application of this Statement relate ta the definition of fair value,
the methods used to measure fair value, and the expanded disclo-
sures about fair value measurements. The Statement is effective for
fiscal years beginning after November 15, 2007 (Hewitt's fiscal year
2009) and interim periods within those fiscol years. In February
2008, the FASB issued FASB Staff Position No. FAS 157-2, Effective
Date of FASB Statement No. 157, which provides a one year deferral
of the effective date of SFAS No. 157 for non-financial assets and
nen-financial liobilities, except those that are recognized or dis-
closed in the financial statements at foir value at least annually. On
October 10, 2008, the FASB issued FSP No. 157-3, Determining the
Fair Value of a Financial Asset When the Market for That Asset is Not
Active, ("FSP 157-3") that clarifies the application of SFAS No. 157
in a market that is not active and provides an example to illustrate
key considerations in determining the fair value of a financial asset
when the market for that financial asset is not active. FSP 157-3 is
effective upon issuance. The Company does not believe that the
adoption of the provisions of SFAS No. 157 will moterially impact its
financial position and results of operations.

In September 2006, the FASB issued SFAS No. 158, Emplayers’
Accounting for Defined Benefit Pension and Other Postretirement
Plans—an amendment of FASB Statements No. 87, 88. 106, and
132(R), ("SFAS No. 158"}. SFAS No. 158 requires an employer to
recognize the gver-funded or under-funded status of o defined bene-
fit postretirement plan (other than o multiemployer plan) as an asset
or liability in its statement of financial position and to recognize
changes in that funded status in the year in which the chonges occur
through other comprehensive income. SFAS No. 158 olso requires




an employer to measure plan assets and benefit obligations as of the
date of the employer's fiscal year-end. The provisions of this State-
ment are effective for an employer with pubticly traded equity secu-
rities which require the Company to recognize the funded stotus of o
defined benefit postretirement plan and to provide the required dis-
closures as of the end of the fiscal year ending after December 15,
2006 (Hewitt's fiscal year 2007); the measurement requirements
are effective for fiscal years ending after December 15, 2008
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(Hewitt’s fiscal year 2009}, The Company adopted the recognition
and disclosure requirements of SFAS No. 158 as of September 30,
2007. Adoption of SFAS No. 158 resulted in a decrease to accumu-
lated other comprehensive income of approximately $1,525, net of
deferred income tax of $1,202.

The following tohle summarizes the incremental effects of the
initial adoption of SFAS No. 158 on the consolidated balance sheet
at September 30, 2007:

Before Application of SFASNo.158  After Application of

SFAS No, 158 Adjustments SFAS No. 158

Current assets—deferred incoms taxes, net $ 31,795 $ 738 $ 32,533

Other non-current liabilities 162,537 2,727 165,264

Non-current liabitities—deferred income taxes, net 103,351 (464) 102,887

Accumulated other comprehensive income, net 124,907 (1,525) 123,382
For further discussion on Hewitt’s retirement plans, see Note 15. 3. Earnings Per Share

In June 2006, the FASB issued Interpretation No. 48, Accounting
for Uncertainty in Income Taxes—an interpretation of FASB Statement
No. 109 (“FIN 48"). FIN 48 prescribes detailed guidonce for the
financial statement recagnition, measurement and disclosure of
uncertain tax positions recognized in an enterprise’s financial state-
ments in accerdance with FASB Statement No. 109, Accounting for
Income Taxes. Tax positions must meet a more-likely-than-not recog-
nition threshold at the effective date to be recognized upon the
adoption of FIN 48 and in subsequent periods. The Company
adopted the provisions of FIN 48 on October 1, 2007. The cumula-
tive effect of opplying the provisions of this interpretation has been
recorded as a decrease of $7,036 to retained earnings, a decrease of
$3,963 to the income tax payable, a decrease of $5,047 to deferred
tax assets and an increase to the FIN 48 liability account of $5,952
as of October 1, 2007. Refer to Note 20 for further discussion.

InJune 2006, the FASB ratified Emerging Issues Task Force Issue
06-2, Accounting for Sabbatical Leave and Other Similar Benefits Pur-
suant to FASB Statement No. 43, Accounting for Compensated Absences
(“EITF 06-2™). Under EITF 06-2, compensation costs associated with
a subbatical should be accrued over the requisite service period,
assuming certain conditions ore met. Previously, the Company
expensed sabbatical costs as incurred. The Company odopted EITF
06-2 effective October 1, 2007, as required and recorded o $12,692
cumulative adjustment, net of tax, to decreose retained earnings on
October 1, 2007.

Reclassifications

Certain prior year amounts have been reclassified to conform to the
current year presentatian, including the reclossification of the
current portion of deferred contract costs and deferred controct
revenues from non-current assets and non-current liabilities, respec-
tively, into current assets and current liabilities, respectively.

Bosic earnings per share ("EPS”) is calculated by dividing net
income by the weighted average number of shares of common stock
outstanding. Diluted EPS includes the companents of basic EPS and
also gives effect to dilutive comman stock equivalents. Treasury
stack is not considered outstanding for either basic or diluted EPS as
weighted from the date the shares were placed into treasury. For
purposes of calculating basic end diluted earnings per share, vested
restricted stock awards are considered outstanding. Under the trea-
sury stock method, diluted EPS reflects the potentiel dilution that
could occur if securities or other instruments that are canvertible
into common stock were exercised or could result in the issuance of
cammon stock. Potentiolly dilutive common stock equivalents
include unvested restricted stock end restricted stock units, unexer-
cised stock options and warrants thot are “in-the-money™ and out-
standing convertible debt securities which would have o dilutive
effect if converted from debt to common stock. Restricted stock
awords generally vest 25 percent on each anniversary of the grant
date and are not considered outstonding in basic earnings per share
until the vesting date.

InJuly 20086, the Company's Class 8 stockholders who were par-
ties to a Stockholders” Agreement, agreed to terminate that agree-
ment which provided for, among ather things, block voting of Class B
common stock. In connection with the termination of the Stock-
holders” Agreement, effective July 31, 2006, an oggregote of
34,703,814 shares of Class B common stock ond 2,892,943 shares
of Class C common stock were converted into an aggregate of
37,596,757 shares of Class A common stock. As a result, the Com-
pany has no Closs B or Cluss Cshares outsianding, effective with
that dote. Prior to that date, each share of the Company's Class Band
Class € common stock was convertible into Class A common stock on
a one-for-one basis, subject to certein restrictions. The Compony has
amended its Certificate of Incorporation to eliminate the Class B and
Class C common stock.
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The following table presents computations of basic and diluted EPS in accordance with accounting principles generally accepted in the

United States of America:

Year Ended September 30,

2008 2007 2006

Net income (loss) as reported $188,142 $(175,080) $(115,938)

Weighted averoge outstanding shares—basic 98,791,739 107,866,281 107,642,383
Incremental effect of dilutive common stock equivalents:

Unvested restricted stock awards 1,303,573 - -

Unexercised stock options 1,872,704 - -

Unexercised warrants 2,305 - —

Weighted average outstanding shares—diluted 101,970,321 107,866,281 107,642,383

£arnings (loss) per share—hasic $ 190 $  (1.62} $  (1.08)

Earnings (loss) per share—diluted $ 185 $  (162) $  (1.08)

During fiscal 2007 and 2006, the Company reported o conselidated
net loss. As a result of the net loss, unvested restricted stock awards
and unexercised in-the-money stack options were antidilutive for
these years and were not included in the computation of diluted
weighted average shares.

Debt securities convertible into 1,870,748 weighted average
shares of Class A common stock were outstanding in the years ended
September 30, 2008, 2007 and 2006, but were not included in the
computation of diluted earnings per share because the effect of
including the convertible debt securities would be antidilutive. Refer
to Note 26 for recent developments related to the Company’s con-
vertible debt. Warrants to purchase 200,000 weighted average
shares of Class A common stock were outstanding in the years ended
September 30, 2008, 2007 and 2006, but were not included in the
computation of diluted earnings per share for the years ended Sep-
tember 30, 2007 and 2006 because the exercise price of the war-
rants, which is formula-based with o minimum price of $37.75 per
share, was greater than the average market price of Class A common
stock. Of the cutstanding stock options as of September 30, 2008,
2007 and 2006, 54,244, 888,494 and 9,822,136 weighted aver-
age shares for each year, respectively, were not included in the
computation of diluted earnings per share because the effects
of including the stock options would have been antidilutive,

4. Acquisitions and Divestitures

The Company continually assesses strategic acquisitions to comple-
ment its current business or to expond related services. During fiscal
2008, 2007 and 2006, the Company completed the following acqui-
sitions and divestitures:

2008 Acquisitions and Divestitures

Sale of Cyborg

OnJanuary 31, 2008, the Company sold the net assets of its Cyborg
business (“Cyborg”). Cyborg was acquired in 2003 and provides
licensed, processed and hosted payroll software services. [ts opera-
tions were included in the HR BPO segment. The divestiture is a part
of the Company's continued efforts to streamiine its HR outsourcing
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service offerings. The Company recorded o pre-tox gain of $35,667
during the quarter ended March 31, 2008 as a result of the sale.

2008 Acquisitions

During 2008, the Company acquired various entities for cash at an
aggregote cost of $134,081. The purchose price allocations resulted
in the preliminary aggregate allocation of $83,779 to goodwill, of
which $46,920 was assigned to the Benefits Qutsourcing segment
and $36,859 assigned to the Consulting segment. The Company will
finalize the opening balance sheet related to these acquisitions
during fiscal 2009 in accordance with the requirements of SFAS
No. 141, Business Combinations (“SFAS No. 141™).

2007 Acquisitions

Reallife HR Acquisition

On September 4, 2007, the Company purchased 100% of the out-
standing shares of RealLife HR ("RealLife”) for $42,000. The pur-
chase price was poid in cash with $4,000 of the consideration paid
to an escrow fund to be utilized to settle purchase price adjustments.
Reallife wos o health and welfare odministrotion firm located in the
U.S. RealLife historically had focused on outsourcing services for
middle market entities. The Company finalized its purchaose price
allocation, resulting in goodwill of $23,416 recorded in the Benefits
Qutsourcing segment,

2006 Acquisitions and Divestitures
On September 20, 2006, the Company purchased 100% of the out-
standing shares of an onalytical consultancy business focused
on pay and benefits benchmarking in Sweden for approximately
$6,400. The purchase price is subject to certain contingent pay-
ments of approximately $814, held os restricted cash, if the
acquired entity achieved specific operating targets. The restricted
cash was paid out under the terms of an Escrow Agreement on Octo-
ber 30, 2008 and will be accounted for os additional purchase price
in accordonce with SFAS No. 141 in fiscal 2009,

On October 1, 2005, the Company contributed its retirement and
financial management business in Germany in exchange for an



increased investment in a German actuarial business (“investee™).
The Company had acquired o minority interest ininvestee on July 13,
2005 for approximately $5,400 and currently hos a 28% non-con-
trolling interest in the investee. The investment is accounted for
under the equity method of accounting. At the end of year six from
the original investment date, the Company has an option to pur-
chase the remaining interest in the investee ond the investee stock-
holders have an option to put their remaining interest in the investee
to the Compaony. The final purchase price will be subject to a third
porty independent appraiser.

5. Investments

At September 30, 2008, the Company had o total of $124,530 in
long-term investments, which are comprised of available-for-sale
auction rate securities (“ARS"). While the underlying securities gen-
erally have long-term nominal maturities that exceed one year, the
interest rates on these investments reset periodically in scheduled
auctions (generally every 7-35 days). The Company has the oppor-
tunity to sell its investments during such periodic auctions subject to
buyer availability.

During February 2008, issues in the global credit and capital mar-
kets led to foiled guctions with respect to the Company’s ARS and
there hove been no successful auctions to date. During the lost three
guorters of the fiscal year, all of the Company’s outstanding ARS
were subject to failed auctions. In the third quorter ond fourth quar-
ter, $6,500 and $1,450, respectively, of the Company’s ARS issues
were called ot par. At September 30, 2008, the Company’s ARS port-
folio with o par value of $131,450 had a fair value of $124,530. In
the absence of observable market data, the Company used a dis-
counted cash flow model to determine the estimated fair value of its
ARS ot September 30, 2008.

The assumptions used in the preparation of the discounted cosh
flow model were based on data available as of September 30, 2008
and include estimates of interest rates, timing ond amount of cash
flows, credit and liquidity premiums and expected holding periods of
the ARS. These assumptions will be subject to change os the underly-
ing data changes and market canditions evalve. Based on the valua-
tion, the Compaony determined that the fair value of its ARS was
$124,530 and recorded an unrealized loss of $6,920 (34,273 net
of tax) within other comprehensive income, o component of stock-
holders’ equity, as the unrealized loss is considered to be temporary.

A one percentoege point change on the interest income yields
would impact the fair velue of the ARS holdings by approximately
$3.2 miltion. A one percentage point change on the discount rate
used for valuing the ARS holdings would impact the fair value of the
ARS holdings by approximately $3.3 million.

As of September 30, 2008, approximately 97% of the Company's
ARS portfolio was comprised of federolly insured student loan
backed securities and 91% of the Company’s ARS portfolio was
comprised of AcafAAA rated investments by Moody's and S&P,
respectively.
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Because the impairments in fair values have been relatively short
in duration and considering the overall quality of the underlying
investments and the anticipoted future market for such investments,
and given the Company's ability and intent to hold these invest-
ments until they fully recover in value (including until contractual
maturity if necessary), the impairment is considered to be tempo-
rary. However, the Company will reassess this conclusion in future
reporting periods based on several factors, including possible failure
of the investments to be redeemed, potenticl deterioration of the
credit ratings of the investments, market risk, the Company’s contin-
ued ability and intent to hold until contractual maturity and other
factors. Such a reassessment may result in a conclusion that these
investments are other-than-temporarily impaired. If it is determined
that the fair value of these securities is other-than-tempararily
impaired, the Company would recard a loss in its cansolidated state-
ments of operations, which could materially adversely impact its
results of operations and finoncial condition.

Based on the contractual maturities of the available-for-sale
auction rate securities as of September 30, 2008, the par value ond
estimated fair market value of the securities were as follows:

September 30, 2008

Estimoted
ParVolue Fair Value

Long-term investments:
Duein less than one year 5 - % -
Due after one year through five years - -
Due after five years through ten years 5,000 5,000
Due after ten years 126,450 119,530
Total $131,450 $124,530

As of September 30, 2008, the Company has classified the entire
ARS investment balance from short-term investments to long-term
investments on the consoclidated balance sheet reflecting the Com-
pany's inability to determine when these investments in ARS will
become liquid. At September 30, 2007, the Company had o total of
$216.,726 of ARS classified as short-term investments.

Short-Term Investments
As of September 30, 2007, short-term investments were comprised
of available-for-sale securities as follows:

September 30, 2007

Estimoted
Par Value Faoir Vaolue

Short-term investments:
Auction rate securities $216,726  $216,726
Total $216,726  $216,726
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Based on the contractual maturities of the available-for-sale debt
securities as of September 30, 2007, the par value and estimated
fair market value of the securities were as follows:

7. Property and Equipment
As of September 30, 2008 and 2007, net property and eguipment,
which includes assets under capital leases, consisted of the following:

September 30, 2007 2008 2007

Estimated  property and equipment:
. PorVolve  FolrVae  yildings § 93756 § 93930
Short-term investments: Capitalized software 351,048 311,741
Due in fess than one year . $ - 3 - Computer equipment 289,637 283,888
Due after one year through five yeors - ~  Telecommunications equipment 137,175 136,418
Due ofter five years through ten years 5,000 5,000 Furniture and equipment 164,815 148.088
Due after ten years 211726 211,726 Leosehold improvements 189,907 160,354
Totol $216,726  $216.726 Total property and equipment 1,226,338 1,134,419
As of September 30, 2007, there were no unreclized holding gains Liisdaoc;tr?t?zlgtieodndeprecmhon (840,453) (778.512)

and losses.

In October 2008, the Company received an offer from UBS AG
{“UBS™). one of its investment brokers, to sell at par value auction
rate securities originally purchased from UBS (approximately
$68,800 of par vaiue) ot ony time during a two-year period begin-
ning June 30, 2010. The Company has accepted this non-transfer-
able offer.

6. Client Receivables and Unbilled Work in Process
Client receivables and unhilled work in process, net of allowances, at
September 30, 2008 and 2007, consisted of the following:

2008 2007

Client receivobles $414,160  $401,282
Unbilled work in process 241,383 230,729
$655,543  $632.011

As of September 30, 2008 and 2007, $53 and $4,552, respectively,
of long-term unbilled work in process is classified within other non-
current ossets, net.

The octivity in the client receivable and unbilled work in process
allowances for the years ended September 30, 2008, 2007 and
2006, consisted of the following:

2008 2007 2006
Balance at beginning of year $ 18,933 $ 25,333 $23,922
Increase in allowances 12,044 8,667 8.360
Use of allowances (12,948) {15,067) (6,949)
Balance ot end of year $18,029 $18933 $25.333
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Balance at end of year $ 385,885 $ 355907

As of September 30, 2008 and 2007, buildings under capital leoses
were $88,944,

Long-lived assets with definite useful lives are depreciated or
amortized over their estimated useful lives and are tested for impair-
ment whenever indicators of impairment arise.

During the years ended September 30, 2008, 2007 and 2006, the
Company evaluated certain long-lived ossets for impairment, For the
years ended September 30, 2008, 2007 and 2006, the Company
recorded $965, $13.645 and $5,718, respectively, of non-cash
charges related to the impaoirment of capitalized softwaore, shown
within goodwill and asset impairment in the accompanying consoli-
dated statements of operations, which was recorded os a decrease
to the gross carrying value of the asset. The fiscal 2008 impairment
charges were recorded within the HR BPO segment results. Fiscal
2007 impairment charges were recorded within the HR BPQ, Bene-
fits Outsourcing and Consulting segment results in the amounts of
$9,521, $3,237 and $887, respectively. Fiscal 2006 impairment
charges were recorded within the HR BPO segment results. The
impairment charges were primarily due to lower than expected uti-
lization of certin assets. Fair volue was calculoted using estimated
discounted future cash flow projections and also, for the yeers ended
September 30, 2007 and 2006, o third-party valuation firm.

For the years ended September 30, 2008, 2007 and 2006, the
Company recognized depreciation and amortization expense on its
property and equipment, which includes assets under capital leases,
of $117,043,$135,700 and $124,240, respectively. The Company
recognized $1,755 and $8,166 of accelerated depreciation related
to the leased real estate restructuring activities during the years
ended September 30, 2008 and 2007, respectively. Refer to Note 14
for a discussion on restructuring activities of the Company's leased
real estate.




8. Goodwill and Other Intangible Assets

In conformity with SFAS No. 142, Goodwill and Other Intangible
Assets, the Company tests goodwill for impairment annually or
whenever indicators of impairment arise. During the fourth quarter
of fiscal 2008, the Company performed its annual impairment
review of goodwill. This review resulted in no impairment of good-
will during fiscal 2008.

During the fourth quarter of fiscal 2007, the Company performed
its annual impairment review of goodwill. This review resulted in a
non-cash impairment charge of $279,843 related to the HR BPQ
segment recorded as o componeni of operating results in the eccom-
panying consolidated stotements of operations, due to reduced
growth expectations for the overall business, partially due to a
revised strategy. The reduced growth expectations were driven by a
reduction in the likely number of future engogements and reduced
contract value of each engagement, as the Company focuses on
identifying potentiol customers seeking a more standardized set of
platforms and services. The Company engaged o third-party valuo-
tion firm to ossist in determining the fair value of the reporting unit.

Hewitt Associates, Inc.

The valuotion was based on estimates of future cash flows developed
by management. In determining the amount of goodwill impair-
ment, the Company aiso used the outside valuation firm to assist in
valuing the significant intangible assets of the reporting unit.

During fiscal 2006, the Compony performed an interim impair-
ment review of goodwill ollocated to its HR BPO segment. This
review was triggered by lower than expected performance of some
of the Company’s HR BPO contracts. This review resulted in o non-
cash charge of $172,000 recorded as a component of operating
results in the accompaonying consolidated statements of operations.
The Company engaged a third-party valuation firm to assist in deter-
mining the fair value of the reporting unit. The valuation was bosed
on estimates of future cash flows developed by management. In
determining the amount of goodwill impairment, the Company also
used the outside valuation firm to assist in voluing the significont
intangible assets of the reporting unit.

The following is a summary of changes in the carrying amount of
goodwill for the year ended September 30, 2008 and 2007:

Benefits
Quisourcing HR BPO Consulting Total
Balance ot September 30, 2006 $16,739 $268,948 $259,235 $544922
Additions 30,856 — 3.009 33,868
Adjustment and reclassificetions - - (12,977) {12,977)
Impairment - (279,843) —  (279,843)
Effect of changes in foreign exchonge rates 782 10,895 21,667 33,344
Balance ot September 30, 2007 48,380 - 270,934 319,314
Additions 46,920 - 36,859 83,779
Adjustment and reclassifications (7,443) - - (7,443)
Effect of changes in foreign exchange rates 148 - (31,657)  (31,509)
Balance at September 30, 2008 $88,005 $ — $276,136 5364,141

The additions to goodwill during fiscal 2008 in Consulting relate
to the acquisitions of Talent and Organizational Consulting busi-
nesses, while the additions to Benefits Outsourcing are due to the
acquisition of a leaves managemeni business. The Company will
finalize the opening batance sheet related to these acquisitions dur-
ing fiscal 2009. The adjustment and reclassificotion from goodwill
in Benefits Qutsourcing during fiscal 2008 pertains to adjustments
to the opening balance sheet refated to the fiscal 2007 acquisition
of RealLife HR os discussed in Note 4. The Company finalized the
opening bolance sheet reloted to this acquisition during the fourth
guarter of the current year.

The additions to goodwill during the yeor ended September 30,
2007 primarily related to the acquisition of Real Life HR {Note 4}
within the Benefits Qutsourcing segment. The odjustments and
reclassifications to goodwill during the year ended September 30,
2007 primarily reloted to o previously uncloimed tax benefit
for share-based compensation relating to a prior year acquisition
within the Consulting segment.

Intangible assets with definite useful lives are amortized over
their estimated vseful lives and are tested for impairment whenever
indicators of impairment arise.

During the year ended September 30, 2008, the Company evalu-
ated certain intangible assets related to the HR BPO segment for
impairment. For the year ended September 30, 2008, $769 of non-
cash charges were recorded in the HR BPO segment results, shown
within goodwill and asset impairment in the accompanying consoli-
dated statements of operations, which is recorded as o decreose
to the gross carrying value of the asset. The impairment chorges
related to customer relationships and were primarily due to lower
than expected future cash flows. Fair value was determined using
estimoted discounted future cash flows.

During the year ended September 30, 2007, the Company evalu-
ated certain intangible assets related to the HR BPO and Benefits
Outsourcing segments for impairment. For the year ended Septem-
ber 30, 2007, the Company recorded $20,879 of non-cash charges
inthe HR BPO segment results and $4,395 of non-cash charges in
the Benefits Outsourcing results, shown within goodwill and asset
impairment in the accompanying consolidated statements of opera-
tions, which were recorded as o decrease to the gross carrying value
of the assets. The impairment charge in the HR BPO segment prima-
rily related to the impairment of core technology of $18,501. due to
tower than expected utilization of the assets, and olso customer
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relationships of $2,028, primarily due to lower than expected future
cash flows. The impairment charge in the Benefits Qutsourcing seg-
ment primarily related to the impairment of customer relationships
of $3,957, primarily ottributable to lower than expected future cash
flows. Fair value was determined using estimated discounted future
cash flows and a third-party valuation firm.

During the year ended September 30, 2006, the Company evalu-
ated certain intangible assets related to the HR BP0 segment for
impairment. For the year ended September 30, 2006, $1,705 of

non-cash charges were recorded in the HR BPO segment results,
shown within goodwill and asset impairment in the accompanying
consolidated statements of operations and were reflected as o
decrease to the gross carrying velue of the asset. The impoirment
charges were primarily due to changes in customer contract provi-
sions. Fair value was determined using estimated discounted future
cash flows,

The following was o summary of intangible assets at September
30. 2008 and 2007:

September 30, 2008 September 30, 2007

Gross Gross
Carrying  Accumulated Carrying  Accumulated
Definite useful life ossets Amount Amortization Net Amount  Amortization Net
Trademarks and tradenames $ 16,380 $ 13,726 § 2,654 § 15548 $ 14498 $§ 1,050
Core technology 32,999 15,865 17,134 25,499 12,572 12,927
Customer relationships 274,575 87,541 187,034 256,024 73,868 182,156
Total $323,954 §$117,132 $206,822 $297,071 $100,938 $196,133

The increase in the gross corrying amount of core technology per-
tains to adjustments to the opening bolance sheet related to the
gcquisition of a benefits management services provider which
occurred in the fourth quarter of fiscal 2007. The increase in the
gross carrying amount of customer relationships primarily pertains
to the ncquisitions of Talent and Organizational Consulting busi-
nesses during fiscol 2008 and the acquisition of a benefits manage-
ment services provider which accurred in the fourth quarter of fiscal
2007, portially offset by the divestiture of the Company’s Cyborg
business. Refer to Note 4 for additional information on acquisitions
and divestitures.

Amortization expense reloted to definite-lived intangible assets
for the years ended September 30, 2008, 2007 and 2006, waos as
fallows:

2008 2007 2006
Trademarks and tradenames § 780 $ 1,895 $ 2,694
Core technology 3,293 4,271 4,824
Customer relationships 25,808 27,492 17,222
Total $29,881 $33.658 $24,740

Applying current foreign exchange rates, estimated amortization
expense related to intangible assets with definite lives at September
30, 2008, for each of the years in the five-year period ending Sep-
tember 30, 2013 and thereafter is projected to be as follows:

Total
Fiscal yeor ending:

2009 $ 23,991
2010 21,597
2011 19,708
2012 19,321
2013 19,285
2014 and thereafter 102,920
Total $206,822
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9, Other Non-Current Assets, Net
As of September 30, 2008 and 2007, other non-current assets, net,
consisted of the following:

2008 2007
Other non-current assets, net:

Long-term unbiiled work in process $ 583 $ 4,552
Prepaid long-term service contracts 18,272 1,154
Investments in offilioted companies 19,394 20,017
Prepaid pension asset 5,403 6,199
Long-term note receivable, net 2,901 -
Income tax receivable 17,739 -
Other non-current assets, net $63,762  $31,962

The Company hos several prepoid long-term centracts for mainte-
nance on computer software systems. Benefits and expense related
to these long-term prepaid maintenance contracts ore received and
recognized over the contractual period. In connection with a fiscal
2008 acquisition, the Company recorded prepaid compensation
reloted to service agreements.

Investments in less than 50%-owned offiliated companies over
which the Company hos the obility to exercise significant influence,
but lacks control, are accounted for using the equity method of
accounting.




10. Short-Term Debt

As of September 30, 2008 and 2007, the Company had short-term
debt outstanding of $17,602 and $30,369, respectively, consisting
of borrowings on unsecured lines of credit.

Unsecured Lines of Credit

As part of the 2005 merger with Exult, the Company assumed a
domestic unsecured revolving line of credit facility. On September
26, 2007, the Company replaced the facility with an unsecured
revolving line of credit facility which provided for borrowings up to
$19,500 and accrued interest at LIBOR plus 30-60 basis points ora
base rate. On August 7, 2008, the Company signed a new agreement
and extended this facility until May 24, 2010. Borrowings under this
facility accrue interest at LIBOR plus 100 basis points or a base rate.
The Company had borrowings of $17,602 and $13,345 and accrued
interest at a weighted average rate of 4.5% and 6.9% at September
30,2008 and 2007, respectively.

On May 23, 2005, the Company entered into o five-year credit
facility with a six-bank syndicote that provides for borrowings and
letters of credit up to $200,000. Borrowings under this facility
accrued interest at LIBOR pius 30-60 basis points or the prime rate,
at the Company’s option. Borrowings are repayable ot expiration of
the facility on May 23, 2010 and quarterly facility fees ranging from
7.5-15 basis points are charged on the average daily commitment
under the facility. On July 30, 2008, this facility was amended to
change the Administrative Agent and, in September 2008, the num-
ber of banks participating in this credit facility increased to seven. At
September 30, 2008 and 2007, there were no borrowings outstond-
ing ogainst this focility and the letters of credit secured by this facil-
ity were $10,500 at either date.

Hewitt Bocan & Woodrow Ltd., the Company’s U.K. subsidiary, has
an unsecured British pound sterling line of credit. In july 2005, the
line of credit was amended and extended to allow for borrowings up
to £5,000 until the expiration of the facility on July 31, 2006, which
has been extended several times, currently through December 31,
2008. The Company plans to renew this facility upon expiration. The
interest rate for this line of credit is LIBOR plus 87.5 basis points or o
bose rate plus 100 basis points. As of September 30, 2008 and
2007, the interest rates on the line of credit were 7.4% and 7.1%,
respectively, and there was no outstanding bolance at either date.

The Company has a contract with a lender to guarantee borrow-
ings of its subsidiaries up to $20,500 in multiple currency loans ond
letters of credit as well as bank guarantees up to $2,715 in multiple
currencies. There is no fixed termingtion dote on this contract. This
controct aflows the Company's foreign subsidiaries to secure financ-
ing ot rates based on the Company’s creditworthiness. The facility
provides for borrowings at LIBOR plus 75 basis points and is
poyable upon demand. As of September 30, 2008 and 2007, there
were borrowings of $0 and $17,024, respectively, and letters of
credit and bank guorantees of $2,715 and $2,727, respectively.

The Company has overdraft facilities and lines of credit of $4,967
avoilable across Europe. There are no fixed termination dates for
these contracts. As of September 30, 2008, there were no borrow-
ings outstanding ogainst these focilities and lines of credit.

Hewitt Associates, Inc.

11. Debt
Debt at September 30, 2008 and 2007, consisted of the following:
2008 2007
Term loan credit focility $ 38449 § 8,122
Unsecured senior term loan 270,000 —
Capital lease obligations 81,649 72,910
Unsecured convertible seniorterm notes 110,000 106,080
Unsecured senior term notes 283,000 70,000
Other foreign debt 86 575
783,184 257,687
Current portion of long-term debt
and capital lease obligations 133,002 24,222
Debt and capital lease obligations,
less current portion $650,182  $233,465

The principal portion of long-term debt, excluding capital lease
obligations, at September 30, 2008 becomes due as follows:

Fiscal yeor ending:

2009 $125,578
2010 25,568
2011 30.568
2012 15,548
2013 274,273
2014 and thereafter 230,000

Total $701,535

Various debt agreements call for the maintenance of specified finan-
cial ratios, among other restrictions. At September 30, 2008 and
2007, the Company was in compliance with all debt covenants.

Unsecured Senior Term Loan

On August 8, 2008, the Company entered into a loan agreement that
provides for a senior unsecured term loon in the amount of
$270,000 (the “Term Loon™). The Term Loan initially bears interest
ot a margin of 150 basis points over LIBOR and the margin will
change depending on the leverage rotio of the Company. The Term
Loan matures on August 8, 2013 without amortization. The Com-
pany has the aption to prepoy the Term Loan in whole or in port at
any time without penalty subject to certoin conditions. The Loan
Agreement includes leverage ratio and interest coveroge rotio
covenants. The Company is exposed to interest rate risk from this
long term variable rate debt. The Company uses cash flow hedges to
hedge future interest payments on the Term Loan. The Company
entered into interest rate swaps to convert this variable rate expo-
sure into fixed rate. The Company swapped $170,000 of the Term
Loon for the first three years and $85.000 of the Term Loan for the
fourth year. Only the variable LIBOR piece of the Term Loon debt was
swopped to fixed rate. These contracts protect agoinst the risk that
the eventual cash flows resulting from such transactions will be
adversely offected by changes in interest rates. Refer ta Note 18 for
additicnal information on derivative instruments.
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Unsecured Senior Term Notes

On August 21, 2008, the Company issued and sold $230.000 aggre-
gate principal amount of privately ploced senior unsecured notes
(the “Notes”), consisting of {a) $175,000 of 6.57% Series F Senior
Notes due August 21, 2015 and {b} $55,000 of 6.98% Series G
Senior Notes due August 21, 2018. Interest is payable semiannually
in arrears. Subject to certain conditions, the Company may, at its
option, prepay all or part of the Notes at any time with a make-whole
adjustment. The Note Purchase Agreement includes leverage ratio

ond interest coverage ratio covenants. In the event of a default by
the Company under the Note Purchase Agreement, any outstanding
obligations under the Nate Purchase Agreement may become due
and payable immediotely.

The Company also has outstanding unsecured senior term notes
issued between May 30, 1996 and March 30, 2000. These notes
were issued to various financial institutions. The terms and balances
of the unsecured senior term notes are as follows:

Balance at Interest  September 30, September 30,
Terms Issuance Rate 2008 2007
Issued May 30, 1996, repayable in five annual instaliments
beginning May 2004 through May 2008 $ 50,000 7.45% & - $10,000
Issued July 7, 2000, repayable on June 30, 2010 10,000 8.11% 10,000 10,000
Issued on October 16, 2000, repoyable on October 15, 2010 15,000 7.90% 15,000 15,000
Issued on March 30, 2000, repayabie in five annual instaliments
beginning March 2008 through March 2012 35,000 8.08% 28,000 35,000
Issued on August 21, 2008, repayable on August 21, 2015 175,000 6.57% 175,000 —
Issued on August 21, 2008, repoyable on August 21, 2018 55,000 6.98% 55,000 -
$340,000 $283,000  $70,000

Unsecured Convertible Senior Term Notes
In connection with the Company's merger with Exult, the Company
became obligated for $110,000 oggregate principal amount of
2.50% Convertibie Senior Notes due October 1, 2010. The notes
ranked equally with ell of Hewitt's existing and future senior unse-
cured debt and were effectively subordinated to all liabilities of each
of its subsidiaries. The Compuany recorded the notes at their esti-
mated foir value of $102,300 as of Octaber 1, 2004 and accreted
the value of the discount over the remaining term of the notes to
their stated maturity value using o method that approximates the
effective interest method. As of September 30, 2008 and 2007, the
carrying value on the notes was $110,000 and $106,080, respec-
tively, with an unamortized discount of $0 and $3,920, respectively.
The notes were convertible into shares of Hewitt Class A common
stock at any time before the close of business on the date of their
maturity, unless the notes had previously been redeemed or repur-
chased, if (1) the price of Hewitt's Cluss A common stock issuable
upon conversion of a note reached a specified threshold, (2) the
notes were called for redemptian, (3) specified corporate transac-
tions occurred or (4) the trading price of the notes fell below certain
thresholds. The canversion rate wos 17.0068 shares of Hewitt Class
A common stock per each $1,000 principal amount of notes, subject
to adjustment in certain circumstances. This was equivaleni to g
conversion price of opproximately $58.80 per share. Bused upon the
$58.80 conversion price, the notes would be convertible into
1,870,748 shares of Hewitt Class A common stack. Holders had the
option, subject to certain conditions, to require Hewitt to repurchase
all or a portion of the notes held by the holder on October 1, 2008 or
upon a change in control, at a price equal to 130% of the principal
amount of the notes plus accrued interest and liquidated domages
owed, if any, to the date of purchase.
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On or after October 5, 2008, Hewitt had the option to redeem all
or o partion of the notes that had not been previously converted or
repurchased at a redemption price of 100% of the principal amount
of the notes plus accrued interest and liguidated demages owed, if
any, to the redemption date.

Subsequent to the year ended September 30, 2008, the majority
of the noteholders exercised their option to require Hewitt to repur-
chose $109,800 of the $110,000 aggregote notes on October 1,
2008. Hewitt poid the principal amount of $109,800 plus accrued
interest on October 2, 2008. Hewitt intends to redeem the remaining
$200 of the $110,000 notes in fiscal year 2009.

Term Loan Credit Facility

On December 22, 2004, Hewitt Bacon & Woodrow Ltd., entered into
a £6,000 term loan credit facility agreement which was repayable
in 24 quarterly installments through December 2010 and accrues
interest at LIBOR plus 80 basis points. On March 26, 2008, the Com-
pany replaced the term loan credit facility ogreement and increased
the amount to £23,750 which is repayable in 20 quarterly install-
ments through March 26, 2013 and accrues interest at LIBOR plus
50 basis points. At September 30, 2008 and 2007, the outstanding
bolance of the term loan wos approximately £21.375 or $38.449
and £4,000 or $8,122, respectively, and was accruing interest at
6.6% and 7.2%, respectively.

Other Foreign Debt

Other foreign debt outstanding at September 30, 2008 and 2007
totaled $86 and $575, respectively, pursuant to local banking
relgtionships.




12. Lease Agreements

The Company has obligations under long-term, non-cancelable lease
agreements, principally for office space, furniture and equipment,
with terms ranging from one to twenty years. At September 30, 2008
and 2007, oll teases were with third-parties.

Capital Leases
Capital lease obligations at September 30, 2008 ond 2007, con-
sisted of the following:

2008 2007

Building capital leoses $67,527 $72.123
Computer and telecommunications

equipment capital leases 14,122 787

81,649 72,910

Current pertion 7,424 4,692

Capito! lease obligations,
less current portion $74,225 $68,218

The following is a schedule of minimum future rental payments
required as of September 30, 2008, under capital leases which have
an initial or remoining non-cancelable legse term in excess of
one year:

Capitol Legses: Principal Interest Total

Fiscal yeor ending:
2009 $ 7.424 $ 5109 § 12,533
2010 8.903 4,707 13,610
2011 9,016 4,178 13,194
2012 8,802 3,598 13,400
2013 10,648 2,962 13,610
2014 and thereafter 35,856 5023 40,879

Total minimum

lease payments $31.649 $25,577  $107,226

Building Capital Leases

The Norwalk, Connecticut, and Newport Beach, California, capital
leases are payable in monthly installments at 7.3% interest and
expire in April 2017 and Moy 2017, respectively. The leases provide
for stepped rents over the lease term with the option for two renewal
terms of five yeors each. The copitalized leases and the related capi-
tal lease obligations were recorded at lease inception and the capi-
talized lease assets ore being omortized over the remaining lease
term on a straight-line basis. The terms of the Norwalk lease also
provide the Company with a right of first refusal if the londlord
receives an offer for the sale of the building. In Aprit 2007, the
Compaony entered into o subleose ogreement for the Norwalk lease.
Minimum sublease rentals expected to be received in the future
under the subleose are $23,979 at September 30, 2008.

Hewitt Associates, [nc.

Computer and Telecommunications Equipment Capital Leases
During fiscal 2008, the Company entered into a capitolized lease
agreement in the amount of $13,278 relating to Vaice Over Internet
Protocol equipment. The Company is currently finalizing the terms of
the lease, which is expected to include payments over five years in
monthly installments at an interest rate of 6.5 percent, beginning on
the date the equipment becomes operational. The Company expects
to make payments on this lease starting in the first quarter of fiscal
2005.

The Company’s computer and other telecommunications equip-
ment installment notes and copitalized leases ore secured by
the related equipment and are typically payable over three to five
years in monthly or quarterly instoliments at an interest rate of
5.0 percent.

Operating Leoses
The Company also has various third-party operating leases for office
space, furniture ond equipment with terms ranging from one to
twenty years. The Company has various office leases that grant a
free rent period and have escalating rents, Certain office leases
include londlord incentives for teasehold improvements. Landlord
incentives are recognized as a reduction to rental expense over the
term of the lease. The accompanying consolidated statements of
operations include rent expense on a straight-line basis, recognized
over the term of the leases. The difference between straight-fine
basis rent and the amount paid has been recorded as accrued lease
obligotions. The Company also has leases that have lease renewal
provisions.

The following is a schedule of minimum future rental commit-
ments as of September 30, 2008, under operating leases with an
initial or remaining non-cancelable lease term in excess of ane year:

Operating Leoses: Total

Fiscal yearending:
2009 $ 93,423
2010 85,374
2011 78,270
2012 73,695
2013 68,892
2014 and thereafter 267,183
Total minimum lease poyments 666,837
Total anticipoted future subleose receipts (28,599)
$638,238

Total rental expense for operating leases amounted to $131,686,
$106,092 and $99,266 in 2008, 2007 and 2006, respectively.
Included in rental expense far the years ended September 30, 2008
and 2007, are $40,688 and $17,777, respectively, reloted to the
Company’s leased reol estate restructuring activities, Refer to Note
14 for o discussion on restructuring activities of the Company’s
leased real estate.
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13. Severance Accrual
As of September 30, 2008, the Company has estimated its sever-
ance obligations to be $27,859 in accordance with Statement of
Financial Accounting Standards No. 112 (o5 Amended), Employers’
Accounting for Postemployment Benefits—an amendment of FASB
Statements No. 5 and 43. The Company's severance policy provides
that the affected employees are entitled to receive an amount of sev-
erance pay that is based on the employee’s length of service, current
employment status and level and benefits elections. For certain
affected employees outside of the United States, the amount of sev-
erance is based upon the requirements of tocal regulations. The
Company's severance policy provides, in most cases, for salary con-
tinuation payments rather than lump sum termination payments.
The Company recorded adjustments of $4,007 during the year
ended September 30, 2008 primarily relating to higher than
expected attrition and redeployment of associates to other posi-
tions, in oddition to a refinement of estimotes.

The following toble summarizes the activity in the severonce
accrual for the years ended September 30, 2008 and 2007:

2008 2007
Balance at beginning of year $10,661 § -
Additions 31,630 31,887
Payments (10,425) (21,226)
Adjustments (4,007) -
Balance ot end of year $27,859 $10,661

The additions ond adjustments were recorded in compensation and
related expenses within the consolidated statements of operations.
The Company anticipates that the majority of the remaining accrual
will be paid out by the end of fiscal 2009, with the bolance paid out
by the end of fiscal 2010 based on the last date of potential salary
continuation.
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14, Restructuring Activities

In conjunction with an ongeing review of the Company’s leased real
estate portfolio, during the third quarter of fiscol 2007, the Com-
pany announced its intention to consolidate facilities, and in some
cases, exit certain properties. During the fourth quarter of fiscal
2007, the Company recorded expense of $17,777 related to the exit
and consolidation of certain facilities in both the U.S. and interno-
tianal locations. The charges consisted of $21,649 for recognition of
the fair value of lease vacancy obligations and lease termination
chorges. This was offset by the reversal of accrued rent of $3,872.
The net costs were recorded in other operating expense within the
consolidated statements of operations and charged to the Benefits
Outsourcing, HR BP0 and Consulting segments in the amounts of
$13.469, $3.082 and $1,226, respectively.

During the second quarter of fiscal 2008, the Compony recorded
expense of $5,934 related to the exit and consolidation of @ certain
facility in the U.S. The charge consisted of $5,570 for recognition of the
fair values of lease vacancy obigations. Additionally, prepaid rent of
$364 was reversed. The net cost was recorded in other operating
expense within the consolidated statements of operations and charged
to the Benefits Qutsourcing, HR BPO and Consulting segments in the
amounts of $321, $436 and $4,016, respectively; $1,161 was
recorded to shared services ond was not alloceted to the segments.

During the third quarter of fiscal 2008, the Company recorded
expense of $894 related to the exit and consolidation of a facility in
the Netherlands. The charge was for recognition of the fair values of
lease vacancy obligations. The cost wos recorded in other operating
expense within the consolidated statements of operations and
charged to the Benefits Qutsourcing and Consulting segments in the
omounts of $599 and $295, respectively.

During the fourth quarter of fiscal 2008, the Company recorded
expense of $33,860 related 1o the exit and consolidation of certain
facilities in the U.S. The charge consisted of $37,390 for recognition
of the fair values of lease vacancy obligations. This was offset by the
reversal of accrued rent of $3,530. The cost was recorded in other
operating expense within the consolidated statements of operations
and charged to the Benefits Qutsourcing and HR BPQO segments in
the amounts of $13,567 and $11,904, respectively: $8,389 was
recorded to shared services and was not allocated to the segments.



The following toble summarizes the activity in the restructuring
reserves for the years ended September 30, 2008 and 2007:

2008 2007
Bolance at beginning of year $20,887 % -
Additions 43,854 21,649
Payments, net (13,504) (762)
Adjustments (34) -
Balance at end of year $51,203  § 20,887

The Company recorded an adjustment of $2,114 during the year
ended September 30, 2008 relating to o revision in the estimated
fair value of o lease vacancy obligation which was recorded as a
reduction in other operating expenses, offset by the effect of foreign
currency translation and the accretion of fair values.

The Company anticipates that the remaining accrual will be paid
out by fiscal 2018, based on the longest term remaining on the
Company’s leased real estate.

In connection with the fisca! 2008 acquisition of a Talent and
Orgonizotional Consulting business, the Compeny formulated facil-
ity exit strategies. The Company recorded $1,622 of estimated
lighilities for costs related to exit the property acquired in this
acquisition. The accrued obligation was recorded to goodwill as part
of the preliminary purchose accounting. The Company expects to
finglize the opening balance sheet related to this acquisition by the
end of the second quarter of fiscal 2009. Lease termination costs ere
expected to be poid by January 2012,

In connection with the 2005 Exult merger, the Company formu-
lated facility exit and severance strategies. The Company recorded
$13.721 of estimated liobilities for costs related to Exult facilities
consolidation, the related impact on Exult outstanding real estate
leases and Exult invaluntary employee terminations and relocations.
The acerued obligotion was $1,967 and $3.132 as of September 30,
2008 and 2007, respectively. All severance omounts were paid out
as of September 30, 2006. Lease termination costs are expected to
be paid by October 2011.
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15. Pension and Postretirement Benefit Plans

Employee 401(k) and Profit Sharing Plan

The Company has a qualified 401(k) and profit sharing plan for its
eligible employees. Under the plan, Hewitt mokes annual contribu-
tions equal to a percentage of participants’ totel cash compensation
and may make additional contributions in accordance with the
terms of the plan. Additionally, employees moy make contributions
in accordance with the terms of the plan, with a portion of those con-
tributions matched by the Company. In 2008, 2007 and 2006, profit
sharing plan and company match contribution expenses were
$60,184, $58,179 and $53,617, respectively.

Defined Benefit Plans

Through various acquisitions, the Company has defined benefit pen-
sion plans, the largest of which was ¢losed to new entrants in 1998,
praviding retirement benefits to eligible employees. The Company
also has other smaller defined benefit pension plans to provide ben-
efits to eligible employees. It is the Company’s policy to fund these
defined benefit plans in accerdance with local practice and tegislation.

Health Care Plans

The Company provides health benefits for retired employees and
certain dependents when the employee becomes eligible by satisfy-
ing plan provisions, which include certain age and service require-
ments. The health benefit plans covering substantially all U.S. and
Canadian employees are contributory, with contributions reviewed
annually and adjusted as appropriate. These plans contain other
cost-sharing features such as deductibles and coinsurance. The
Company does not pre-fund these plans and has the right to modify
or terminate any of these plans in the future.

Effective September 30, 2007, the Company adopted SFAS No.
158, Emplayers’ Accounting for Defined Benefit and Other Postretire-
ment Plans. See Note 2 for the incremental effects of the initial adop-
tion of SFAS No. 158 on the Company's consolidated balance sheet.
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The following tables provide a reconciliation of the changes in the defined benefit and healthcare plans’ benefit obligations and fair value
of assets for the years ended September 30, 2008 and 2007, and o statement of funded status as of September 30, 2008 and 2007.

Pension Benefits

Health Benefits

2008 2007 2008 2007
Change in Benefit Obligation
Benefit obligation, beginning of year $211,633 5182707 $13,713  § 13,638
Service cost 12,527 12,078 199 155
Interest cost 11,146 6,293 855 852
Actuarial (gains)/losses 13,876 (5,453) (1,216) {321)
Benefit payments (5,512) (7.115) (831) {611)
Settlement payment - 31 - -
Changes in foreign exchange rates {16,815) 20,154 - -
Benefit obligation, end of year $226,855 $211,633 $12,720 513,713
Change in Plan Assets
Fair value of plan assets, beginning of year $193,589 $151553 § - 3 -
Actual return on plan assets (12,222) 14,214 - -
Employer contribution 19,585 19,693 831 611
Benefit payments (5,512) {7.115) (831) (611)
Settlement payment - (31) - -
Changes in foreign exchange rates {13,058) 15,275 - -
Fair value of plan assets, end of year $182,382 $193,589 § - 3 -
Reconciliation of Accrued Obligation and Total Amount Recognized
Unfunded status® S{au,473) $(18.044) 5(12,720) $(13,713)
Net amount recognized, end of year S(a6,473) $(18,044) S(12,720) $(13,713)
Amounts recorded in accumulated other comprehensive income, pre-tax:
Prior service cost $ 480 % 711§ 19 3 20
Net octuarial (gain) loss 32,036 (2,465) 3,071 4,459
Transition obligation - — 1 2
Total $ 32516 § (1,754) & 3,091 $ 4,481

Fair volue of asseis less projected benefit obligation, shown in the preceding tables.

The amounts recognized in the consolidated balance sheet as of September 30, 2008 and 2007 consisted of:

Pension Benefiis Heaith Benefits

2008 2007 2008 2007
Other non-current assets, net $ 3278 % 6199 % - % -
Accrued expenses (4,884) (2,725) (831) {699)
Other non-current liabilities (42,867) (21,518)  (11,889) (13,014)
Net amount recognized S(a4,473)  $(18,044) 5(12,720)  $(13,713)

At September 30, 2008, the above recognized unfunded stotus of
pension plans determined using aJune 30, 2008 measurement date
was reduced by $3,793 primarily dve to employer contributions
made during the fourth quarter.
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Relating to the pension plans, the estimated net loss (gain), serv-
ice cost and transition obligation that will be amortized from share-
holders’ equity into pension cost in fiscal 2009 are $547, $87 and
zero, respectively. Comparable omounts amortized in fiscal 2008,
respectively, were $(27), $86 and zero.

Relating to the health benefit plans, the estimated net loss, prior
service cost and transition obligotion that will be amortized from
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shareholders’ equity into pension cost in fiscal 2009 are $106, $2
and zero, respectively. Comporable amounts emaortized in fiscal
2008, respectively, were $172, $2 and zero.

The accumulated benefit abligation for the pension plans was
$200,265 and $185,044 as of September 30, 2008 and 2007,
respectively.

The assumptions used in the measurement of the benefit obligations at June 30, 2008 and 2007 are as follows:

Pension Bengfits Health Benefits

2008 2007 2008 2007
Weighted average ossumptions:
Discount rate 5.71% 535% 7.10% 6.40%
Rate of compensation increase 4.57% 4.13% N/A N/A

The assumptions used in the measurement of the net benefit costs for the years ended September 30, 2008, 2007 and 2006 are as follows:

Pension Benefits Health Benefits

2008 2007 2006 2008 2007 2006
Weighted average assumptions:
Discount rate 5.35% 4.85% 4.39% 6.40% 6.00% 5.00%
Expected return on plan assets 6.20% 577% 5.26% N/A N/A N/A
Rate of compensation increase 4.13% 3.89% 3.54% N/A N/A N/A

The health plans provide flot dollar credits based on years of service
ond age ot retirement. Service for determining credits wos frozen as
of December 31, 2005. The amendment to the plan resulted in a
$3,153 decreose ($2,728 decrease to the unrecognized prior serv-
ice cost and $425 decrease to the unrecognized transition obliga-
tion) in the accumulated postretirement benefit obligation during
2006. There is a small group of grandfathered retirees who receive
postretirerent medical coverage ot a percentage of cost. The liabili-
ties for these retirees are volued assuming a 9.0% heolth core cost
trend rate for 2008. The rate was assumed to decrense gradually to
6.0% in 2014 and remain at that level thereafter.

The effect of o one percentage point increase or decrease in the
assumed health care cost trend rates on total service and interest

costs and the postretirement benefit obligation are provided in the
following table.

2008 2007
Effect of 1% Change in the Assumed
Health Care Cost Trend Rates
Effect of 1% increase on:
Total of service and interest
cost components S 3 $ 3
Benefit obligations 42 45
Effect of 1% decrease on:
Total of service and interest
cost components 5 (3) $(3)
Benefit obligation (39) (42)
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The Company’s pension plan weighted avergge asset allocations at
September 30, 2008, and 2007, by asset category were as follows:

Asset Category 2008 2007
Equity securities 43.41% 49.51%
Debt securities 48.74 45.88
Real estate 3.75 3.57
Other 4,10 1.04
Total 100.00% 100.00%

The investment objectives for the pension plan assets are to gener-
gte returns that wilt enable the plans to meet their future obligations.

plan assets in equity securities and debt securities, respectively. The
total return is trocked to the relevant market index, within specified
tolerances and after allowance for withholding tax, where applica-
ble, for each of the funds in which the assets are invested. The plan
assets for the Switzerland plan are manoged in accordance with the
lows in Switzerland. Within the scope of the Swiss laws, the strategy
targets equity securities of 35%-45%, debt securities of 35%-65%,
real estate investments of 5%-15% and other investments of
0%-5%.

The following benefit payments, which reflect expected future
service, as appropriate, are expected to be paid os follows:

The strotegies balonce the requirement to generate returns through gg::}ﬁr; Bsne:flill:
investments such as equity securities, with the need to control risk 5009 $ 5697 $ 663
through less volatile assets such as fixed income securities, while 5010 6'565 703
olso meeting local regulations. Approximately 90% of the Com- 5011 61295 701
pany’s plan assets relate to the Company’s pension plans in the 2012 7'028 696
United Kingdom and Switzertand. In the United Kingdom, the plan 5013 8'398 700
assets are managed in two separate portfolios, an equity portfolio ’
and a bond portfolio. The strategy is to invest 56% end 44% of the Years 2014 through 2018 49.205 4,386
The components of net periodic benefit costs for the three years ended September 30,
Pension Benefits Health Benefits
2008 2007 2006 2008 2007 2006

Components of Net Periodic Benefit Cost
Service cost $12,527 $12,078 $11,028 $ 199 $ 155 $ 9
Interest cost 11,146 9,293 7,494 855 B52 716
Expected return on plan assets (12,002) (9.090) (6,748) - - -
(Gain) loss recognized in the year (70) 322 (15) - - -
Loss on settlement - - 86 - - -
Amortization of:

Unrecognized prior service cost 86 92 20 2 2 2

Unrecognized loss (27) 229 552 172 246 283
Net periodic benefit cost $ 11,660 $12,924 $12.377 $1,228 $1,255 $1.010

The Company presently anticipates contributing approximately
$24,085 to fund its pension plans and $663 to fund its health
benefit plans in fiscal 2009. The Campany does not expect any
plan assets to be returned to the Company during fiscal 2009.

16. Share-Based Compensation Plans
During the years ended September 30, 2008, 2007 and 2006, the
Company recorded pre-tox share-hased compensation expense of
$48,345, $40,937 and $55,007, respectively, related to the Com-
pany's non-qualified stock options, restricted stock and restricted
stock units. During the third quarter of fiscal 2007, the Company
reduced share-based compensation expense by $4,505 related
to adjustments in the forfeiture rate used to record share-based
compensation.

For the years ended September 30, 2008, 2007 and 2006, the
excess tax benefits of $10,227, $4,912 and $1,084, respectively,

54

were recorded os cash flows from financing activities in the consoli-
dated statement of cash flows. The total compensation cost related
to non-vested restricted stock and stock option awards not yet rec-
ognized as of September 30, 2008 was approximately $70.921,
which is expected to be recognized over o weighted average of
2.3 years.

Under the Company's Global Stock and Incentive Compensation
Plan (the “Plan™), which was adopted in fiscal 2002 and is admin-
istered by the Compensation and Leadership Committee (the
“Committee”) of the Company's Board of Directors, employees
and directors may receive awards of nonqualified stock options,
stock appreciotion rights, restricted stock, restricted stock units,
performance shares, performance share units and cash-based
awards; employees con also receive incentive stock options. The
Plan was amended in January 2008 to increase the number of shares
of Class A common stock authorized and reserved for issuance by



7,000,000 shares. As of September 30, 2008, only restricted stock,
restricted stock units, performance share units and nenqualified

stock options have been granted. A total of 32,000,000 shares of

Restricted Stock and Restricted Stock Units
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Class A common stock have been reserved for issuance under the
Plan. As of September 30, 2008, there were 8,091,371 shares avail-
gble for grant under the Plon.

The following table summarizes restricted stock activity during 2008, 2007 and 2006:

2008 2007 2006

Weighted- Weighted- Weighted-

Average Averoge Average

Restricted Grant Dote Restricted Grant Date Restricted Grant Dote

Stock Fair Value Stock Foir Value Stock Fair Value

Shares outstanding at beginning of fiscal year 1,190,808 $25.45 2,076,201 $26.00 1,227,687 $22.47

Granted - - — — 2,953,681 26.44

Vested (781,989) 24566  (603,153) 26.89 (1,811,750) 2418

Forfeited (92,898) 27.11  (282,240) 26.41  (293,417) 26.88

Shares outstanding at end of fiscal year 315,921 $26.94 1,190,808 $25.45 2,076,201 $26.00
The following table summarizes restricted stock units activity during 2008, 2007 and 2006:

2008 2007 2006

Weighted- Weighted- Weighted-

Averoge Averoge Averoge

Restricted Grant Dote Restricted Grant Dote Restricted Grant Date

Stock Units Feir Value Stock Units Fair Value Stock Units Fair Value

Shares outstanding at beginning of fiscal year 1,945,014 $25.72 294,657 $25.56 89,255 $21.18

Granted 1,623,680 36.75 2,591,352 25.59 359,999 25.93

Vested {971,149) 29.84 (625.167) 2520  (101.044) 24.70

Forfeited {333,559) 29.14  (315,828) 25.50 (53,553) 22.36

Shares outstanding at end of fiscal year 2,263,986 $31.36 1,945014 $25.72 294,657 $25.56

Performance share units (PSUs) are intended to provide an incentive
for achieving specific performance objectives over g defined period.
Performance share units represent an obligation of the Company to
deliver at the end of the performance period, o number of shares
ranging from zero to 200% of the initial number of units granted,
depending on performance agoinst objective, pre-established finan-
ciol metrics. The Company assumes that such goals will be achieved
for shares which vest upon meeting certain financial performance
conditions, and these goals are evaluated querterly. If such goals
are not met or it is probable the goals will not be met, no compen-
sation cost is recognized ond any recognized compensation cost
is reversed.

During fiscol 2008, 112,900 PSUs were granted to certain Hewitt
leadership which is included in the restricted stock unit amount dis-
closed above. The financial meirics for these grants are based on
Hewitt’s corporate performance in fiscal 2008 and are calculated to
be paid out at o rote of 195%. These grants are scheduled to vest in

one-third increments on September 30, 2008, 2009 and 2010.
During fiscal 2007, 137,000 PSUs were granted to certain Hewitt
leadership which is included in the restricted stock unit amount
disclosed above. The financial metrics for these grants were bosed
on Hewitt's fiscal 2007 corporate performance and are to be paid
out at o rate of 180%. The fiscal 2007 grants are scheduled to cliff
vest on September 30, 2010. During fiscal year 2006, 186,111
performance-based restricted stock grants were awarded which is
included in the restricted stock unit amount disclosed above. The
Company evaluated the goals under the fiscal 2006 performance
plan in fiscal 2006 and it was determined that it was probable that
the goals would not be met. No compensation expense was recog-
nized for these grants during fiscal 2006. The final measurement
period for this plan is fiscal year 2008. The Company's final evalua-
tion of the results confirm that no payout will be made on the fiscal
2006 grants.
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Stock Options
The Committee may grant both incentive stock options ond nongual-
ified stock options to purchaose shares of Class A common stock. Sub-
ject to the terms and provisions of the Plan, options may be gronted
to participants, as determined by the Committee, provided that
incentive stock options may not be granted to non-employee direc-
tors. The option price is determined by the Committee, provided that
for options issued to participants in the United Stotes, the option
price may nat be less than 100% of the fair market velue of the
shares on the date the option is granted and no option may be exer-
cisable later than the tenth anniversory of its grant. The nonqualified
stock options generally vest in equal annual installments over o
period of four years.

The fair volue used to determine compensation expense for the
years ended September 30, 2008, 2007 and 2006 was estimated ot

the date of grant using a Black-Scholes option pricing modei with the
following weighted average assumptions:

2008 2007 2006
Expected volatility 26.61% 28.15% 28.89%
Risk-free interest rate 3.83% 4.42% 4.73%
Expected life (in years) 6.03 6.23 5.68
Dividend yield 0% 0% 0%

The Company uses the “simplified method,” as defined in SEC Staff
Accounting Bulletin (*SAB”) No. 107, to determine the expected life
assumption for all of its options. The Company continues to use the
“simplified method,” os permitted by SAB No. 110, os it does not
believe that it hos sufficient historical exercise data to provide o
reasonable basis upon which to estimate expected life due to the
timited time its equity shares have heen publicly traded.

The following table summarizes stock option activity during 2008, 2007 and 2006:

2008

2007 2006

Weighted-Averoge

Weighted-Averoge Weighted-Averoge

Options Exercise Price Options Exercise Price Options Exescise Price

Qutstanding at beginning of fiscal year 7,611,095 $24.12 9,664,292 $23.73 10,364,866 $23.75
Granted 772,620 37.53 937,650 25.66 331,600 22.80
Exercised (1,847,653) 23.61 (2,377.618) 22.78 (647,740) 22.44
Forfeited (199,426) 29.65  (197,847) 2495  {183,863) 24.23
Expired (52,709) 23.69 (415,382) 2579  (200,571) 26.49
Qutstanding at end of fiscal year 6,283,927 $25.75 7.611.095 $24.12 9,664,292 $23.73
Exercisable options at end of fiscal year 5,271,903 $24.53 6,758,976 $23.94 8,677,556 $23.66

The weighted overoge estimated foir value of employee stock
options granted during 2008, 2007 and 2006 was $12.81, $9.74
and $8.49 per share, respectively, These stock options were granted

ot exercise prices equal to the current fair market volue of the under-
lying stock on the gront date.

The following table summarizes information about stock options outstanding at September 30, 2008:

Outstanding Options

Exercisable Options

Number Weighied-Averoge Aggregote  Weighted-Average Number  Weighted-Average Aggregate

Summary price range groupings: Outstanding Exercise Price Intrinsic Value Term (Years) Outstanding Exercise Price Intrinsic Value
$19.00 1,217,412 $19.00 $21,232 3.7 1,217,412 $19.00 $21,232
$19.01-$30.00 4,290,688 25.52 46,847 58 3828907 25.60 41,512
$30.01-$40.00 775,827 37.02 375 8.9 225,584 36.18 253
6,283,927 $25.75 $68,454 58 5,271,903 $24.53 $62,997

The total intrinsic value of options exercised during the years ended
September 30, 2008, 2007 and 2006, based upon the average mar-
ket price during the period, was approximately $28,265, $18,027
and $3,426, respectively.
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17. Legal Proceedings

The Company is involved in disputes orising in the erdinary course of
its business relating to outsourcing or consulting agreements, pro-
fessional liability cleims, vendors or service providers or employ-
ment claims, The Company is also routinely audited and subject to
inquiries by governmental and regulatory agencies. The Comparny
evaluates estimated losses under SFAS 5, Accounting for Contingen-
cies. Management considers such factors as the probability of an
unfavorable outcome and the ability to make a reasonable estimate
of the amount of loss and records a provision with respect to a claim,
suit, investigation or proceeding when it is probable that o liability
has been incurred and the amount of the loss can reasonably be esti-
mated. If the reasonable estimate of a probable loss is a range, and
no amount within the ronge is o better estimate, the minimum
amount in the range is accrued. If a loss is not probable or a probeble
loss cannot be reasonably estimated, no liobility is recorded.

In December 2007, the Compony settled a dispute with a client
and incurred g charge of $15 million, which was previously
reserved. The Company poid this settlement during the first quarter.

In March 2008, the Company restructured an gutsourcing con-
tract. In conjunction with the restructuring, the Company will transi-
tion bock to the client certain HR BPO services and extend the
Benefits Qutsourcing services portion of the contract. The Company
recorded a net charge of $15.9 million in the second quarter, in addi-
tion to o $4 million charge recorded in the first quarter, mostly
relating to tronsition costs. During the third and fourth quarters,
the Company recarded positive adjustments to these charges of
$1.9 million and $0.2 million, respectively.

During the year ending September 30, 2008, the Company
recorded net charges of approximately $20 million related to ongo-
ing disputes and settlements in addition to those mentioned above.

The Company is involved in o dispute with Philips Electronics UK
Limited (Philips) regarding o claim that the Company failed to prop-
erly value certain benefits in connection with actuarial services pro-
vided from 1995 to 2000. On August 1, 2008, Philips and Philips
Pension Trustees Limited filed suit in the High Court of Justice,
Chancery Division, in London, Englond agoinst Hewitt Associates
Limited, g subsidiary of the Company, Bacon & Woodrow, a prede-
cessor of Hewitt Associates Limited and Roger Parkin, o former
employee of the Company. The suit ¢claims damages of up to £103
million ($187 million at September 30, 2008). The Company
believes that it hos valid defenses to Philips’ assertions and intends
to defend vigorously any claim. Certain of the Company’s profes-
sional liobility insurers have denied coverage relating to this matter.
The Company disputes the position token by the insurance carriers
that have denied coverage and fully intends to enforce its rights
under the policies at issue. The Company has reserved $5 million
related to the dispute, net of expected insurance recoveries.

The Company does not believe that any unresalved dispute will
have a material adverse effect on its financial condition or results of
operation. However, litigation in generol and the outcome of any
matter, in particular, cannot be predicted with certainty. An unfavor-
able resolution of one or more pending matters could have a material
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adverse impact on the Company’s results of operations for one or
more reporting periods.

18. Derivative Instruments

In the normal course of business, the Company is exposed to the
impact of foreign currency fluctuations and interest rate changes.
The Company manages a portion of these risks by using derivative
instruments to reduce the effects from fluctuations coused by volatil-
ity in currency exchange and interest rates on its operating results
and cash flows.

As a result of the use of derivative instruments, the Company is
exposed to the risk that counterparties to derivative centracts will
fail to meet their contractual obligations. To mitigate the counter-
party credit risk, the Company hos o palicy of only entering into con-
tracts with carefully selected major financial institutions based upon
their credit ratings and other factors. The Company also continually
assesses the creditworthiness of counterparties.

In its hedging programs, the Company uses forward contracts and
interest-rate swaps. The Company does not use derivatives for trod-
ing or speculative purposes. A brief description of the Company's
hedging programs is as follows:

Currency Hedging

The Company hos a substantiol aperation in India for the develop-
ment ond deployment of technology solutions as well as for client
support activities. In December 2007, the Company initiated o for-
eign currency risk management program involving the use of foreign
currency derivatives to hedge approximately 75% of future Indian
rupee ("INR™) exposure. The Company uses cash flow hedges to
hedge forecasted transactions with its Indio operations. The Com-
pany enters into non-deliverable forward exchange contracts expir-
ing within 12 months as hedges of anticipated cash flows
denominated in Indian rupees. These contracts protect against the
risk that the eventual cush flows resulting from such transoctions
will be adversely affected by changes in exchange rates between the
U.S. dollar and the Indian rupee.

Interest Rate Risk Management

On August 8, 2008, the Company entered into a loan agreement that
provides for o senior unsecured term loan in the amount of
$270.000 (the “Term Loan”). The Term Loan initiglly bears interest
at a margin of 150 bosis points over LIBGR and matures on August
8, 2013 without amortization. The Company is exposed to interest
rote risk from this long term variable rate debt. The Compony uses
cash flow hedges to hedge future interest payments on the Term
Loan. The Company entered into interest rate swaps to convert this
varioble rate exposure into fixed rate. The Company swapped
$170,000 of the Term Loan for the first three years and $85,000 of
the Term Loan for the fourth year. Only the variable LIBOR piece of
the Term Loan debt was swapped to fixed rote. These contracts pro-
tect against the risk that the eventual cash flows resulting from such
transactions will be odversely affected by changes in interest rates.
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All derivatives are recognized in the bolance sheet at fair value,
Fair values for the Company’s derivative financial instruments are
based on quoted morket prices of comparable instruments or, if
none ore available, on pricing models or formulas using current
assumptions. Changes in the fair value of derivatives that are highly
effective are recorded in other comprehensive income until the
underlying transactions occur. Any realized gains or losses resulting
from the cash flow hedges are recognized together with the hedged
transaction in the consolidated statement of operations. The effec-
tiveness of the cash flow hedges is evalugted on o quarterly basis. If
a cash flow hedge is no longer highly effective, the unrealized gains
or losses are recognized in the consclidated statements of opera-
tions. At inception dete, the Company formally documents all rela-
tionships between hedging instruments and hedged items, as well
as its risk manogement objective and strategy for undertaking vari-
ous hedging activities. This process includes matching all deriva-
tives that are designoted as cash flow hedges to specific forecasted
transactions. The Company also formally essesses, both at the
hedge's inception and on an angoing basis, whether the derivatives
that are used in hedging transactions are highly effective in offset-
ting changes in cash flows of hedged items. At September 30, 2008,
oll hedges were determined to be highly effective,

19, Other Comprehensive Income, Net

The following table summarizes the net fair value of the derivative
instruments at September 30, 2008:

Interest Rate
Swap related

Non-Deliverable
Forward reloted to

IndionRupee  toTerm Loan Total
Derivative
Net Asset/{Liability) $(9,110) $(1,273) $(10,383)
Deferred
Tax Asset/(Liability) $ 3,484 $ 487 § 3971
Other Comprehensive Loss $5,626 § 786 S 6,412

At September 30, 2008, the notional value of the derivatives reloted
to outstanding non-deliverable Indian rupee forward contracts
maturing within 12 months was $85,052 (INR 3,628,055) and the
notional value of the derivatives related to the interest-rate swaps
was $170,000.

During the year ended September 30, 2008, the Company
recorded net realized losses of $4,006 related to the settlement of
non-deliverable forward contracts which were designated as cash
flow hedges. These amounts have been clussified together with the
underlying hedged transactions in the consolidated statement of
operations as compensation and related expenses.

Accumulated other comprehensive income consists of the following components:

Foreign Currency Unreglized NetUnrealized  Accumulated Other

Translation Minimum Gains (Losses) Retirement  Losses on Hedging Comprehensive

Adjustment Pension Liability on Investments Plans Tronsactions Income

As of September 30, 2005 $ 72,320 $(2.397) $ (135) $ - $ - $ 69,788

Other comprehensive income 2,760 2,397 127 - - 5,284

As of September 30, 2006 75,080 - 8) - - 75,072

Other comprehensive income 49,827 - 8 - - 49,835

Adjustment to initiclly apply

SFAS No. 158 {(net of tax) - - - (1,525) - (1,525)

As of September 30, 2007 124,907 - -~ (1,525) - 123,382
Other comprehensive loss (42,173) - (4,273) (23,834) (6,412) (76,692)
As of September 30, 2008Y $ 82,734 S - $(8,273) $(25,359) $(6,412) $ 46,690

UiNet of $35,547 of toxes.

At September 30, 2008, the Compuany recorded an unrealized loss of
$6,920(%4.273 net of tax) relating to its Auction Rate Securities.
Refer to Note 5 for more information on ARS.

In December 2007, the Company initiated a foreign currency risk
management program involving the use of forward foreign currency
derivatives. [n August 2008, the Company entered into interest rate
swap derivative instruments to convert varioble rote debt entered

58

into in August 2008 to fixed rote debt. Refer to Notes 11 and 18 for
more information on debt ond derivative instruments, respectively.

The change in foreign currency translation during the yeor ended
September 30, 2008 and 2007 waos primarily related to the changes
in value of the British pound sterling and Indian rupee relative to the
U.S. dollar. The change in foreign currency translation during the
year ended September 30, 2006 was primarily related to changes in
the value of the British pound sterling relative to the U.5. dollar,




20. Income Taxes

Hewitt Associates, Inc.

For the years ended September 30, 2008, 2007 and 2006, the Company’s provision for income taxes aggregoated $128,302, $50,362 and

$56,368, respectively, and consisted of the following:

2008 2007 2006
Current Deferred Total Current Deferred Total Current Deferred Total
U.S.Federal $ 89,592 518,791 5108,383 $55,088 $ (5,961) $49.127 $24,228 $ 2,570 $26,798
Stateond local 15,725 (2,317) 13,408 10,976 (6.474) 4,502 6,620 (935) 5,685
Foreign 14,905 (8,394) 6,511 2,232 (5,499) {3,267) 5,765 18,120 23,885
$120,222 $ 8,080 $128,302 $68,296  $(17.934)  $50.362 $36,613 $19,755 $56,368

Tax benefits ossociated with the vesting of restricted stock and
restricted stock units ond the exercise of nonqualified stock options
were credited directly to additional paid-in capital and amounted to
$14,744,%9,535and $191 in 2008, 2007 and 2006, respectively.

The effective income tax rate for the year ended September 30,
2008 was 40.5% os compared to 40.4% in fiscal 2007, The current
year's effective rate was impacted by a number of significant items
including tax reserves and related interest as well as an increase of
deferred tox assets related to foreign entities. The impact of these
significant items was to increase the rote by a net 0.2%. In addition,
the Company reduced $3,959 of deferred tux assets associoted with
acguisitions.

Income tax expense for the period differed from the amounts com-
puted by appiying the U.S. federal income tax rate of 35% to income
before taxes as a result of the following:

2008 2007 2006

Provision (benefit) for taxes

otU.S. federal stotutary rate $110,755  ${43,651)  $(20,850)
Increase (reduction) in
income taxes resulting from:
Goodwill impairment at
U.S. federal statutory rote (122) 88,717 58,665
Change in deferred tox
ossets related to foreign
entities (5,566) (5,499) 18,343
Reserves and related interest 6,201 9,237 (4,238)
State and locol income taxes,
net of federal income
tax benefits 8,718 2,138 3,432
Nondeductible expenses 1,768 3,672 2,838
Tax impact on foreign
subsidiaries 6,548 (2,843) (4,793)
Other - (1,409) 2971
$128,302 $ 50,362 $ 56,368

The tox effects of temporary differences that give rise to significont
portions of the deferred tax assets and deferred tox liabilities are
presented below:

2008 2007
Deferred tax assets:
Deferred contract revenues $ 89,396 $101,358
Accrued expenses 23,410 8,794
Foreign tax loss carryforwords 46,993 44,322
Foreign accrued expenses 3,166 6,389
Depreciation and omortization 5,764 11,113
Compensation and benefits 68,925 24,223
Domestic tax loss carryforwards 13,359 29,321
Other 6,826 2,849
257,839 228,369
Valuation allowance (49,942) (44,224)
$207,897 $184,145
Deferred tax liabilities:
Deferred contract costs $117,262 $123,118
Goodwill ond intangible amortization 110,793 92,902
Currency translation adjustment 22,796 38,479
$250,851  $254,499

The domestic federol net operating loss carryforward of $19,016
relates to the Reallife HR acquisition and expires from fiscal
2024-2027. All of the domestic net operating losses are expected to
be utilized through fiscal 2027.

At September 30, 2008, the Company has ovailable foreign net
operating losses of approximately $172,160, of which $156,006
has alreody provided a U.5. tax benefit. The remaining net operating
loss carryforward of $16,154 includes $10,174 which expires at
various dates between fiscal years 2008 and 2022, and the remain-
der has an indefinite carryforward period. The foreign local country
net operating loss carryforwards of approximately $172,160 have
a valuation allowance of $168,179 offsetting the benefit. The val-
uotion ollowance primarily represents loss carryforwards and
deductible temporary differences for which utilization is uncertain
given the lack of sustained profitability of foreign entities and/or
limited carryforward periods.
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The Company has o tox holiday in a foreign country through
March 31, 2010. The tax benefit of the tax haliday related to the
current fiscal year income is approximately $7,700 or $0.08 per
diluted share.

United States income taxes have not been provided on undistrib-
uted earnings of international subsidiaries. Those earnings are con-
sidered to be indefinitely reinvested. Upon distribution of those
earnings in the form of dividends or otherwise, the Company may be
subject to bath U.S. income toxes (subject to adjustment for foreign
tax credits) and withholding taxes payable to the various foreign
countries.

Effective October 1, 2007, the Company adopted FIN 48 which
prescribes o more-likely-than-not threshold for financial statement
recognition and measurement of o tox position token or expected to
be taken in o tax return, This interpretation aiso provides guidance
on derecognition of income tax assets and liabilities, classification
of current and deferred income tax assets and liabilities, accounting
forinterest and penalties associated with tax positions, accounting
for income taxes in interim periods and income tax disclosures.
Income tax-related interest expense ond income tax-related penal-
ties have continued to be reported as a component of the provision
for income tax in the consolidated statement of operations. The
Compony included interest and penalties of $1,530 for the year
ended September 30, 2008 in the provision for income toxes in the
consolidated statement of operations. As of September 30, 2008,
the total amount of accrued income tax-reloted interest and penal-
ties included in the consolidated balance sheets was $13,857. The
cumulative effect of applying the provisions of this interpretation
has been recorded as a decrease of $7,036 to retained earnings, o
decrease of $3,963 to the income tax payable, o decrease of $5,047
to deferred tax assets and an increase to the FIN 48 liability account
of $5,952 as of October 1, 2007,
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In conjunction with adoption of FIN 48, the Company classified
uncertain tax positions os non-current incame tax liabilities unless
expected to be poid in one year.

The Company is subject to exomination in the U.S. federal tax
jurisdiction for the tox years ending September 30, 2004 through
September 30, 2006. The Company is also subject to examination in
a number of state and foreign jurisdictions for the 2003-2007 tax
years, for which no individually material unrecognized tax benefits
exist. The Company has also filed an appeal with the IRS for the tax
year ended September 30, 2003. The Company believes appropriate
pravisions for all outstanding issues have been made for all jurisdic-
tions and all open years,

A reconciliation of the beginning and ending amount of unrecog-
nized tax benefits is as follows:

Unrecognized tax benefits—October 1, 2007 $74,604
Gross increases—tax positions in prior periods 3,848
Gross decreases—tax positions in prior periods (4,355)
Gross increoses—current period tax positions 5424
Lapse of statute of imitations (2,083)
Unrecognized tox benefits—September 30, 2008 $77,438

As of September 30, 2008 and October 1, 2007, the totol amount of
unrecognized tax benefits was $77,438 and $74,604. If tax matters
for the 2003-2006 years are effectively settled with the IRS within
the next 12 months, settlement could increase earnings by $21,600
to $55,084 based on current estimates. Audit outcomes and the
timing of audit settlements are subject to significant uncertainty.




21. Supplemental Cosh Flow Information

Hewitt Associates, Inc.

Yeor Ended September 30,
2008 2007 2006
Supplementary disclosure of cash poid during the year:
[nterest paid $ 20,730 $ 23,534 $20,497
Income taxes poid 136,347 73,837 25,098
Schedule of non-cosh investing and financing activities:
Acquisitions, cash poid, net of cash acquired:
Transaction costs $ 625 % - $ -
Fair value of assets acquired (79,409) {14,398) (805)
Fair value of liabilities assumed 28,482 2,704 656
Goodwill (83,779) (33,868) (6,502)
Cash paid, net of cash ocquired (134,081) (45,562) (6,651}
Capital leases 13,278 - -

22. Segments and Geographic Dota

Under SFAS No. 131, Disclosures about Segments of an Enterprise and
Related Information, the Company has determined that it has three
reportable segments based on similarities among the operating
units including homogeneity of services, service delivery methods
and use of technology. The three reportable segments are Benefits
Outsourcing, HR BPO and Consulting.

The Company operates many of the administrative and support
functions of its business through the use of centralized shared serv-
ice operations to provide on economical and effective means of
supporting the operating segments. These shared services include
information technology services, human resources, management,
corporate relations, finance, general counsel, real estate manage-
ment, supplier manogement and other supporting services. Many of
these costs, such as information technology services, human

resources, real estate manogement and other support services, are
assigned to the business segments based on usage and consump-
tion factors. Certain unallocated costs within finonce, general coun-
sel, management, client and market leadership and corporote
relations, are not allocated to the business segments and remain in
unallocated shared service costs.

The table on the following poge summarizes the Company's
reportoble segment results. Results for fiscal 2007 have been reclas-
sified to be comparable to the current year presentation, primarily
due to changes to the Company’s current organizational structure.
Results for fiscal 2006 hove not been reclassified as it was not proc-
tical to do so. As a result, the fiscal 2006 segment results do not
reflect changes to the Company’s current organizational structure
and are not comparable to fiscal 2007,
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Yeor Ended September 30,

2008 2007 2006
Benefits Qutsourcing
Segment revenues before reimbursements $1,550,110 $1,475326 $1.465,710
Segment income 365,336 303,984 321,735
Net client receivables and unbilled work in process 243,823 249,247
Long-term unbilied work in process - 658
Goodwill and intangible ossets 134,071 54,829
Short-term deferred contract costs, net 33,518 28739
Deferred contract costs, net, less current portion 136,076 104,308

HR BPO

Segment revenues before reimbursements
Segment loss

Net client receivables and unbilled work in process
Long-term unbilled work in process

Goodwill and intangible assets

Short-term deferred contract costs, net

Deferred contract costs, net, less current portion

Consulting

Segment revenues before reimbursements
Segment income

Net client receivables and unbilled work in process
Long-term unbilled work in process

Goodwill and intangible assets

Short-term deferred contract costs, net

Deferred contract costs, net, less current portion

Totol Company
Segment revenues before reimbursements

$ 554,854 § 539,452 $ 517,502

(83,277)

108,470
31
79,412
49,430
149,696

$1,094,323
143,217
303,250

22

357,480
496

1,288

(492,193)
121,995
3.894
112,663
46,284
191,462

$ 945,866
143,992
260,769

347,955
661
909

(423,407)

$ 842,616
137,028

$3,199,287 $2,960,644 $2,825,828

Intersegment revenues (47,898) (39,568) (37,106)
Revenues before reimbursements {net revenues) 3,151,389 2921076 2,788,722
Reimbursements 76,259 69,250 68,439
Total revenues $3,227,648 12,990,326 $2.857,161
Segment income (loss) $ 425276 % (44,217) % 35,356
Charges not recorded at the Segment level
Initial public offering restricted stock awards - - 9,397
Unallocated shared costs 112,432 98,750 90,220
Operating income (loss) $ 312,844 § (142967) $ (64.261)
Net client receivables and unbilled work in process $ 655543 % 632,011
Long-term unbilled work in process 53 4,552
Goodwill and certain intangible ossets 570,963 515,447
Short-term deferred contract costs, net 83,444 75,684
Deferred controct costs, net, less current portion 287,060 296,679
Assets not reported by segment 1,395,739 1,231,165
Total assets $2,992,802 $2,755,538
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Revenues and long-lived assets by geographic area for the following
fiscal years are provided below. Revenues are attributed to geo-
graphic areos bosed on the country where the associates perform
the services. Long-lived assets include net property and equipment,
deferred contract costs, goodwill and intangible assets, but exclude
investments in affilioted companies.

Hewitt Associates, Inc.

Year Ended September 30,
2008 2007 2006

Revenues

United States $2,398,335 $2,269,966 $2,238,901

United Kingdom 389,070 370,980 344,533
All Other Countries 440,243 349,380 273,727
Total $3,227,648 $2,990,326 $2,857,161

Long-Lived Assets

tInited States $ 930,247 % 701,662

United Kingdom 351,635 346,453
All Other Countries 130,924 131,863
Total $1,412,806 $1,179,978

23. Quarterly Financial Information (Unaudited)

The following tables set forth the historical unaudited quarterly
financial data for the periods indicated. The information for each of
these periods has been prepared on the same bosis as the gudited
consolidated finoncial statements and, in the Company’s opinion,

reflects oll adjustments necessary to present fairly the Company’s
financial results. Operating results for previous periods do not nec-
essarily indicote results that may be achieved in any future period.
Amounts are in thousands, except earnings per share information.

First Second Third Fourth
Quarter Quarter Quarter Quarter
Fiscal 2008:
Revenues:
Revenues before reimbursements {net revenues) $793,843 $773,099 $777,758 $ 806,689
Reimbursements 25,149 16,449 16,821 17,840
Total revenues $818,992 $789,548 $794,579 $ 824,529
Operating income® $108,933 $ 68,460 $ 81,181 S 54,270
Net income® $ 63,947 S 44,493 $ 48,150 $ 31,552
Earnings per share:
Bosic $ 061 $ 045 $ 0.50 S 0.33
Diluted $ 059 5 0.43 $ 0.48 S 0.32
Fiscal 2007:
Revenues:
Revenues before reimbursements (net revenues) $726,630 $716,203 $727,982 $ 750,261
Reimbursements 19,420 17,605 14,330 17,895
Totol revenues $746,050 $733,808 $742,312 $ 768,156
Operating income (loss)® $ 46,533 $ 18,765 $ 72,372 $(280,637)
Net income (loss)™ $ 30.065 $ 12,986 $ 47,505 $(265,636)
Earnings (loss) per share:
Basic s 0.28 % 0.12 $ 0.44 $ (2.51)
Diluted % 0.27 $ 0.12 $ 043 $  {2.51)

WEourth quorter fiscal 2008 results include o pre-tax charge of $34,42% reloted to the review of the Company's leased real estate portfolio.
WEgurth quarter fiscal 2007 resulis include non-cash, pre-tax chorges of $326,312 related 1o impairment of goodwill, intangible assets and controct loss provisions; a pre-tax

charge of $29,339 refoted to the review of the Company's leased real estete portfolio; and a pre-tox severance charge of $8,032 resulting from ongeing productivity initiotives

ocross the business.
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24, Regulated Subsidiary

Hewitt Finoncial Services LLC ("HFS™), a wholly-owned subsidiary of
the Company, is a registered U.S. broker-dealer. HFS is subject to the
Securities and Exchange Commission’s minimum net copital rule
(Rule 15¢3-1), which requires that HFS mointain net capital (as
defined) equal to the greater of $50,000 or 6%:% of aggregate
indebtedness, (as defined). As of September 30, 2008 and 2007,
HFS was in compliance with its net capital requirements.

25, Related Party Tronsoctions

There were no related party transactions in fiscal 2008, except thot
(i) the Company paid to Hexaware Technologies Limited (“Hexa-
ware”) approximately $12,672 for certoin computer programming
services, ond (ii) Liberata Limited (“Liberato”) and Gavilon Holdings
LLC ("Gavilon™) poid approximately $1,430 and $323, respectively,
to the Company for consulting services. The Company paid opproxi-
mately $14,382 and $14,249 to Hexaware for similar services in fis-
cal 2007 and 2006, respectively. Liberata paid the Company
approximately $961 and $402 for similar services in fiscal 2007
and 2006, respectively.

General Atlantic LLC (“General Atlantic"), a beneficial owner of
more than 5% of the Company’s stock, beneficiolly owns approxi-
mately 14.7% of Hexaware, approximately 98% of Liberate and
opproximotely 21% of Govilon. The Company believes fees for such
services were ot prevailing market rates, The ogreement pursuant to
which services were provided to Hexaware was renewed for fiscal
20009 ofter o competitive bidding process. We expect to continue
providing consulting services to Liberata and Gavilon on similor
terms in fiscal 2009. Mr. Denning, one of the Company’s directors
ond the Chairman and Managing Director of General Atlantic, did not
participote in ony decision relating to these services, none of which
are material to the Company or General Atlantic.
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26. Subsequent Event
Unsecured Convertible Senior Notes
On October 1, 2008, certain holders of the $110,000 aggregate
principal amount of 2,50% Caonvertible Senior Notes due October 1,
2010 exercised their option to require the Company to repurchase
the nates. The Company redeemed these notes ot a price equal to
100% of the principal amount of the notes of $109,800 plus accrued
interest as of October 1, 2008.

Hewitt intends to redeem the remaining $200 of the $110,000
aggregate notes in fiscal year 2009. As of September 30, 2008, the
carrying value of the notes was $110,000.




Underlying Operating Income, Net Income Hewitt Associates, Inc.
and Earnings Per Share (Unaudited)

In assessing operating performance, the Company also reviews its  operating perfarmance. Far the years ended September 30, 2008
results once unusual adjustments have been removed. The Company  and September 30, 2007, underlying operating income and earn-
believes that doing so provides a better understanding of underlying  ings per share were:

Year Ended September 30,

In thousands except for shore ond per share amounts 2008 2007
Operating income (loss}, as reported $312,844 $(142.967)
Adjustments:

Cyborg—FY08 goin™/FYQ7 operations®? (35,446) (8.840)

Asset impairment - 328,540

Severance®™ - 31518

Reol estate 44,775 29,339

HR BPO contract restructurings 11,798 15,000

Legol settlement - 4,548

Total adjustments 21,127 400,105

Underlying operating income 333,971 257,138
Total other income {expense}, net 3,600 18,249

Add A/R interest write-off® 273 -

Subtract gain on sale of investment - (5,982)
Underlying other income, net 3,873 12,267
Underlying pretax income 337,844 269,406
Provision for income taxes (normalized at 39% for the year ended September 30, 2008 and 2007) 131,759 105,068
Underlying net income $206,085 $ 164,337
Underlying earnings per share:

Basic S 209 $ 1.52

Diluted® s 202 $ 1.48
Adjusted shares outstanding™

Basic 98,791,739 107,866,281

Diluted 101,970,321 112,422,432

Mamount reflects a $221 reduction to the $35,667 “goin on sale of business™ reported in the FY08 Consolidated Statemeat of Operations. This reduction pertains to certain
Cyborg employee-related expenses recorded in the second fiscal quarter.

™Cybarg results hove been excluded for February through September 2007 to enable year-over-year comparisons.

®In FYO7, severance related to warkforce restructuring initictives was excluded from operating income in deriving underlying operating income, net incame, EPS and Adjusted
EBITOA. Severance charges (representing beth restructuring and workforce reductions) of $39,142 oreincluded in the reported results for the year ended September 30, 2007.
Severance charges of $30,783 ore included in underlying results for the year ended Seplember 30, 2008.

“Refated to HR BPO contract restructurings.

®IThe Company used an effective tax rate of 39% far the year ended September 30, 2008 and 2007 for its underlying net income calculation. The Company believes this
upproximates the normolized effective tox rate for both years.

“per FAS £28, the diluted EPS calewletion includes an oddback of $2,349 of interest expense on the convertible debt securities for the year ended September 30, 2007.
n

Year Ended September 30,

2008 2007

Weighted average basic shares outstanding 98,791,739 107,866,281
Number of shares odded to outstanding:

Stock options and warrants 1,875,010 1,605,337

Restricted stock 1,303,573 1,080,067

Convertible debentures - 1,870,748

Total adjusted diluted shares 101,970,321 112,422,432

Dituted shares outstanding reflect the petential dilution that could occur if securities or other instruments that ore convertible into common stock were exercised or could resuit
in the issuance of commaon stock. Potentiolly dilutive common stock equivelents include unvested restricted stock and restricted stock units, unexercised stock options ond
warrants thot are “in-the-money.” and outstanding convertible debt securities which would have o ditutive effect if converted from debt to common steck. Debt securities
convertible into 1,870,748 weighted overage shares of Closs A common stock were outstanding in the yeor ended September 33, 2008, but were not included in the
caomputation of diluted earnings per shore becaouse the effect of including the convertible debt securities would be antidilutive.
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Performance measurement

The graph below depicts total cumulative stockholder return

on $100 invested on September 30, 2003 in (1) Hewitt Associates,
Inc. Class A common stock, (2) the Standard & Poor's 500 Index,
ond (3) an industry peer group index composed of the common stock
of publicly held competitors of the Compony. The peer group was
recently updated to exclude Ceridian Corporation and Electranic
Data Systems, which are no longer publicly held.

The groph assumes reinvestment of dividends. The Company
continues to compile its own peer group as it does not believe

an oppropriate independently compited industry peer group

index exists. The index developed by the Company represents its
judgment of its closest competitors for which there is a public stock
price. Several of the Company's closest competitors are not publicly
held; thus, these competitors are not included in the index.

$200.00
$150.00
$100.00 pepustott
$50.00
$0.00
9/03 9/04 9/05 S/06 9/07 9/08
= Hewitt Associates, Inc.
...... S&P 500
----- New Peer Group
Cumulative Tatal Return
9/03m 9/Caw 9/05W 9/06™ 9fo7H 9f0o8
Hewitt Associates, Inc. 100.00 108.67 112.03 99.63 143.94 149.65
S&P 500 100.00 113.83 127.75 141.50 164.72 128.64
New Peer Group™ 100.00 108.52 97.83 108.23 117.62 120.35

“Return os of the last business day of the menth.

DCopyright® 2002 Standord & Poor's, a division of The McGraw-Hill Companies, Inc. All rights reserved.

CiComposed of Accenture Ltd., Affiliated Computer Services, Automatic Data Processing, Inc., Convergys Corporation,

Marsh & McLennon Compaonies, Inc., end Waison Wyatt & Compony Holdings.
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Mailing Address
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Internet Web Site Address
www.hewitt.com
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Transfer Agent and Registror
Computershare Trust Company, N.A.
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www.computershare.com

Hewitt Associotes HewittShares Progrom
Smith Barney

70 West Madison Street

Suite 5100

Chicago, IL 60602

(800) 523-2085

www.benefitaccess.com

: END
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Hewitt Associates

4 Qverlook Point

Lincolnshire, IL 63069

Investor Relations

Securities analysts, investment professionals,

and stockholders should direct their
questions to:

Investor Relations
(847)295-5000

Community Relations

For information regarding Hewitt Associates’
community relotions programs and the
Hewitt Associotes Foundation, plecse direct
inquiries to:

Community Relations

Hewitt Associates

100 Holf Day Road

Lincolnshire, IL 60069

Public Relations

News media and trade publications should
direct theirinquiries to:

Public Relations

(847)295-5000

NYSE ond SEC Certifications

Hewitt Associotes’ Chief Executive Officer
ond Chief Financial Officer, respectively, have
filed with the .5, Securities and Exchonge
Commission those certifications required to
be filed by the Company's principol executive
and financial officers regarding the quality

of the financie! disclosures in Hewitt's report
on Form 10-K for the fiscal year ended
September 30, 2008. [n 2008, Hewitt's Chief
Executive Officer olso made an unqualified
certification to the New York Stock Exchonge
{NYSE) with respect to the Company's compli-
ance with the NYSE corporate governance
listing standards.




